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PREFACE 


So many conflicting views have been recently 
expressed by our outstanding political and industrial 
leaders as to what will remedy the present deplorable 
economic conditions throughout the world that the 
author was led to take the view that there must be a 
basic cause and there must be a really sound remedy. 
On this basis he began putting on paper his deduc- 
tions, reached from a consideration of the various 
factors involved, and was soon much surprised to find 
that some of our commercial practices, which on the 
surface seem very natural, and harmless enough, are 
really most insidious and fallacioiis, and lead to far- 
reaching maladjustments and direful consequences, 
lie was further surprised to find that the fallacies 
practised are not only the direct cause of the grotesque 
situation in which we now find ourselves, but that 
the same fallacies bring about the friction and bad 
feeling between nations which were the real cause 
behind the Great War, and are now the chief 
obstacles to disarmament and permanent world 
peace. 

As the autnor lays no claim to being an economist 
or an idealist, it is hoped what is written wilFbe con- 
sidered in the nature of an engineer's memoranda 
on the cause of, and ^medy for, our pre^nt-day 
and the results which would naturally 
follow the removal of our fallacies, and tliat it wijj 
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prove helpful in pointing the way to the correct 
course at a time when there is so much bewilderment. 

In the eifort to make his thesis readable, the 
author found comfort in the following, quoted from 
the introduction to the “ Macmillan Report recently 
presented to the British Parliament : — 

''In view of the generally uninstructed state of the 
public on matters of finance, wc have fn^m the outset 
recognised that not the least important service we 
might render would be to act as inter])rcters of the work- 
ing of tlie monetary system, and to make its main 
principles intelligible to the ordinary mind. Indeed, 
if our recommendations are to commend themselves to 
the public to whom they arc addressed, tliey must be 
preceded by an intelligent appreciation of the problems 
to be solved. But this is an asjnration which wc have 
not found it easy to realise. The subject is peculiarly 
intractable to handle from the piopular point of view. 
The economic exports have evolved a iiighly tcclinical 
v(K:abulary of their own, and in their zeal for precision 
are distrustful, if not dc'risive, of any attempts to 
popularise their science. Moreover, agreement among 
the professors of the sciemee is, as we liave experienced, 
even harder to liiid than it generally is among experts, 
and in their anxiety to avoid controversy they tend to 
avoid committing themselves to any definite con- 
clusions. The difficulty of exposition really arises from 
the inherent nature of the subject matter. Political 
economy, like law, is not an exact science. It is con- 
cerned with a realm in whicli the inctilculablc elements 
of liuman psychology ])iay a large part anti the inter- 
play of/orccs is extraordinarily complicated. . . 

The author is not in thef east proficient in the use 
of the highly technical vo^bulary of the economic 
experts, and hopes that this fact may hav^i pro ved 
jiielpful m rendering the entire contents of hismesis 
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readable by the average business man, employer of 
labotflr, labour leader, political leader, the clergy, etc., 
especially if they arc feeling the pressure of the 
depression, or are zealous for world peace. The 
author, however, urges the “ economic experts ” and 
” the professors of (he science ” and those experienced 
in analysing accounting and banking problems, to 
give the proposals herein laid down their patient and 
most critical scrutiny, as a new economic plan, if it 
is adopted, must first pass such tests. 

With a consideration of the fallacies now existing 
in our system, it is believed the discouragement ex- 
perienced by the Macmillan Commission in getting 
” agreement among the professors of the science ” 
will not be surprising. Also it is believed that, on 
the basis of the elimination of our fallacies, the 
present contradictions and inconsistencies of many 
of the tenets of political economy would disappear, 
and political economy could then become a more 
exact science. 

In order to lead up to the analyses and solutions 
of the present world problems in Chapter VII, which 
was the real object in mind at the outset, without 
tedious qualifying explanations, some of the state- 
ments made in the earlier chapters, taken by them- 
selves, will not bear critical analysis; but it is 
believed that most of such shortcomings will be 
cleared up, or will be regarded as unimportant, from 
what follows in subsequf^t chapters. 

A. G. McGr^or. 
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WORLD DEPRESSION TO 
WORLD PROSPERITY 

INTROnUCTtON 

We arc all aware tlial it has been (nir habit for the 
past few decades, especially in the more developed 
nations, to make llic luxuries of yesterday the 
necessities of to-day. We have realised that the 
secret of our development has been through the 
production of goods for one another, and we have 
said, As the wants of man arc unlimited, we need 
have no fear cabout over-production ; and yet, in the 
midst of plenty, and with the facilities for producing 
all our hearts can desire, unemployment and suffer- 
ing are prevalent throughout the land. Can there 
be anything more distressing than to be born into 
this world with an ambition to work and produce 
and satisfy our material wants, and then to be 
prevented from performing honest labour ? 

Every needful thing has been bountifully si5pplicd 
by Nature. ’ 

Vast facilities for prediction are idle and craving 
activity. * 

Vast armies of men arc idle and craving the, 
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products of the idle facilities and the opportunity to 
exchange their best services for the products of 
industry. 

The natural pressure upon capital and upon labour 
to use each other in satisfying their cravings is 
tremendous. 

The fallacies in our system which keep our idle 
men and our idle facilities apart are serious indeed. 

The debtor nations are discouraged on account of 
their shortage of gold. 

The important creditor nation is despondent on 
account of its over-supply of gold. 

Other nations are not so troubled about their own 
gold status : but they have cause for worry owing to 
tlie international trade breakdown, resulting from 
the worries of those having too little gold and those 
having too much gold. 

As wall appear later, these troubles are not mental, 
they are real, and were there not so much human 
misery involved, the way we have allowed ourselves 
to get into our present almost hopeless tangle would 
be ludicrous in the extreme. 

High living standards are possible only through 
industrialisation. Periods of adversity and unem- 
ployment in a highly industrialised nation can be 
prevented only through continuous eejuilibrium in 
commerce and industry. Equilibrium in industry 
requii^es close harmony with economic laws and 
forces at all times. 

have made wonderfi^l advances in science and 
inventions and in bringing 'about more efficient 
production. Our advances in economic practices. 
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however, have not kept pace with our advances in 
inventfcn and production efficiency. We are limited 
in the benefits of the latter through our neglect of 
the former. 

For success in the operation of our complex 
mechanical machines of production, many of which 
are present-day wonders in perfection, close harmony 
and co-ordination with the laws of mechanics have 
been vitally essential in the functioning of each small 
part. We have demonstrated a high degree of 
intelligence in eliminating fallacy and in providing 
devices in such machines which allow the laws and 
opposing forces of mechanics to operate and function 
in a most orderly way. 

As industrialisation progresses, the greater becomes 
the need for using our intelligence in eliminating 
fallacy and in providing the machinery and the 
devices which will allow economic laws and forces to 
operate and function freely, but in an orderly way. 

Serious fallacies exist in our practices in internal 
commerce and in our practices in international com- 
merce, which have combined to bring about our 
present deplorable world depression, and which will 
be considered in due course, with their remedies. 

We will first consider the fallacies in our inter- 
national dealings. If we had no international deal- 
ings, trade depressions would be easily avoided. 



CHAPTER I 


FALLACIES IN INTERNATIONAL DEALING 
Fallacy of Foreign Loans 

" In 1795 Austria raised the first war loan. It 
was floated in England. The sum was £4,600,000 — 
an amount unprecedented in those days. The loan 
was opposed unavailingly at the time by Fox. For 
three years Austria made her half-yearly repayments. 
Then nothing more was jiaid. On the contrary, 
fresh advances seemed necessary, on account of 
Austria’s gold shortage, and were made, and by 1823 
the British claims on Austria amounted to 
£15,648,730. The British Government of the day 
settled this war debt for £2,500,000, or roughly three 
shillings in the pound.” 

Since 1795 many loans have been made to foreign 
Governments, and many of them have been repudi- 
ated, or settled at a very great discount. For most 
of those which have not yet been settled repudiation 
or settlement at a material discount no*w seems the 
only jfossibility. 

When individuals boilow money, it stimulates 
them to increase their efforts, produce more 
efficiently and economise s^ to pay off the loan. 

A nation may borrow, but its borrowing in no way 

4 
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FALLACIES IN INTERNATIONAL DEALING 

stimulates greater efficiency or the use of more 
energy^ or economy in production by its individuals, 
which will be helpful in gaining the favourable 
international trade balances necessary if the debt 
is to be liquidated. In fact, quite the contrary 
results, as capital simply will not work under 
unfavourable conditions. 

When times get bad in a nation, immigration laws 
compel labour to remain at home and suffer, but, 
without embargoes on gold exportation, liquid 
capital is free to move into any part of the world. 
The gold wages paid to labour vary widely through- 
out the world. The interest paid capital, considering 
the hazards involved, is practically the same the 
world over. Capital is shy of high taxes and unem- 
ployment, which always accompany or follow gold 
borrowing by a Government. 

Capital will remain idle rather than work under 
unfavourable conditions. Industry cannot thrive 
if those having savings are cautious in their spending 
through uncertainty about the future. 

All the effects of a loan to a debtor nation 
operate to make it still more difficult for the debtor 
nation to gain a favourable trade balance. 

A '' gold loan " or a gold credit to a nation is 
most thoroughly unsound, and is the worst thing in 
the world fdr it when it is in financial difficulties; 
any benefits are but temporary. ^ 

At the end of its Civil War the United States had 
extensive foreign loans standing against it. Fortun- 
ately for the U.S., golcf was found in bounteous 
supply in Nevada and other parts of the weslP, which 
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made it easy for the U.S. to liquidate its foreign 
indebtedness in gold. • 

At the end of the Franco-Prussian War of 1870 the 
French had what then seemed a heavy gold indemnity 
assessed against them. Fortunately, however, the 
gold hoardings of the French peasants made it com- 
paratively easy for France to pay the indemnity in 
gold. 

At the present stage of the world's development 
there do not happen to be gold hoardings in the 
debtor nations, or any undeveloped part of the 
world, whose resources or population can be exploited 
by the debtor nations to make favourable world 
trade balances for them. 

In our present stage of industrial development, the 
only way in which the debtor nations can liquidate 
their debts will be by the creditor nations taking 
more goods from them than the creditor nations 
sell back to them. 

No nation without gold resources beyond possible 
favourable international trade balances has ever yet 
paid its foreign debts in full, and thus successfully 
extricated itself from a serious debtor position. 

Gold borrowing by a Government is thoroughly 
fallacious, and the sound alternative will be apparent 
later. 

Free "Trade Impossible while International Trade 
Balances are Paid in Gold 

Lei us notice what happunsrW'hen a creditor nation 
over-seJls into a debtor nation. The selling nation 
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Fi^LLACIES IN INTERNATIONAL DEALING 

derives all the benefit from the industrial activity 
incideift to the production of the goods. Also it gets 
foteign money, which gives it a further credit for its 
international balance in trade, and its gold reserves 
increase. What happens to the debtor nation receiv- 
ing the goods? Its purchasing power is used for 
buying foreign goods, its industry is slowed down 
accordingly, with unemployment, and its internal 
tax burden is increased, adding to the costs of its 
own products; and thirdly, great harm and grave 
injustice come to the debtor nation, which it is 
powerless to prevent without a protective tariff. 
Its currency, which its own people used for paying 
the sellers of the creditor nation for their goods, 
goes to the international money-changers, and 
the Government of the debtor nation is compelled to 
redeem its currency representing its international 
trade debit account, not in the sound security really 
back of its currency, or in goods which the debtor 
nation produces, but in gold, a commodity which the 
debtor nation does not produce. This makes further 
difficulties for the debtor nation. 

Paying in Gold Increases Vidncrahilily of Debtor 
Nation to Creditor Nation s Goods 

The effects of exports in excess of imports combine 
to decrease tlie purchasing power of the delator 
nation's currency for good%made by its workers, and 
give greater purchasing power to its currency for 
foreign goods, thus accelerating, at an cver-incr#asing 
rate, the debtor nation’s financial strain «yid the 
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debtor nation’s vulnerability to creditor nation’s 
goods. So the vicious cycle progresses, and, if 
bankruptcy is to be avoided, the Government of the 
debtor nation, like a parent in financial difficulties, 
must exercise some restraint on the purchases of its 
children ; this the debtor nation can do only by 
introducing safeguarding measures. 

In other words, in the settlement of our inter- 
national trade balances, the nation having the debit 
balance finances with gold the credit balance of the 
creditor nation, which automatically increases the 
trouble of the debtor nation. 

Here lies a falkicy of our international trade 
settlements, which is responsible for many of the 
world’s woes. This payment of the international 
debit balances in gold is comjiound usury of the most 
subtle, yet most malignant form, that automatically 
makes a bad situation worse. 

As stated previously, no nation without gold 
resources beyond possible favourable international 
trade balances has ever yet successfully extricated 
itself from a serious debtor position. Is there any 
wonder that nations seriously in the debtor position 
liave found safeguarding measures, such as protective 
ttiriffs and embargoes on gold exportation, necessary 
in making even an attempt to avoid losing more 
ground ? 

Overselling Merchant Finances his own Overselling 
in Internal Commerce 

Wefhave come to realist, that, with our present 
state oh industrial development, one nation can wipe 
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out a debit balance against it only by a credit balance 
later fti its favour — that is, it must soli more goods to 
foreign nations than it receives. It can pay with 
goods only. If it cannot pay with goods, it simply 
cannot pay ! Let us notice what happens in our 
internal commerce in such an event, if a merchant 
sells more goods than the customer can pay for at the 
time, the merchant — the over-seller, finances — and 
bears the financial strain of his over-selling. The 
earning power and ability of the customer to liciuidate 
in the future are hampered in no way by such over- 
selling. The merchant bears the interest charges 
involved, not the unpaying customer. If the 
condition does not improve, the customer's credit is 
curtailed or cut olf altogether. 


Why Should not the Ooer-scUing Nation have Financial 
Burden of its Overselling ? 

If a nation over-sells, why should it not bear the 
financial strain arising from its over-selling ? Is not 
this sound economically and sound ethically? Is it 
not the Golden Rule and fair play in the settlement 
of international trade balances? Only in this way 
shall we have a sound ecpialiser for international 
trade which will automatically bring about equili- 
brium and stabilise prosperity and goodwill ♦among 
nations. Any other Pi^n will be but a Tem- 
porary Makeshift. With fair play working in the 
settlement of interimti#nal trade balances, •inter- 
national trade would take on an entirely new aspect. 
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and the maladjustments would automatically correct 
themselves. ** 

Now the nation whose people buy more than they 
sell in world markets has all the worry. Under the 
Golden Rule plan for international trade settlements, 
the nation which sells more than it buys — that is, the 
nation which over-sells — would bear the financial 
strain of its over-.scllin^', just as the merchant bears 
the burden when he sells more than his customer can 
pay for. 

Wliy should the finances of a debtor nation which 
does not produce gold be embarrassed by individuals 
of other nations selling to consumers in the debtor 
nation more goods than the sellers of the debtor 
nation happen to sell to consumers of other nations? 

When we stop to consider, is it not rather absurd 
that the Treasury of the debtor nation should be 
saddled witli the responsibility of paying with gold 
for all the excess goods it happens to suit the fancy 
of exporters of foreign nations to sell to debtor 
nations in exchange for the currency of the consumers 
of the debtor nations ? Is this international justice ? 

Not so much harm would be done the debtor 
nation if the creditor nation were required to hold 
the currency of the debtor nation until such time as 
its consumers could use it for purchases from the 
debtor nation. 

The Ideal in international commerce would be that 
each nation’s purchases exactly equal its international 
sales at the end of the year. This, of course, is 
impracticable. There must be^some excess one side 
or the other. Wliich nation then will feel the burden 
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of financing the cost of this excess the least, the 
debtor nation or the creditor nation ? 

If only so-called capital goods, machinery and 
materials having potential productive power in them 
were exchanged in international commerce, there 
would perhaps be a little more excuse for burdening 
the debtor nation with financing the creditor nation's 
over-selling. However, the great bulk of inter- 
national commerce is in food products and luxuries 
and goods, the purchasing of which detracts from the 
productive power of the consuming debtor nation to 
the amount by which its purchases exceed its sales in 
international commerce. 

By making our internal currencies redeemable in 
gold for international transactions, this alone, if the 
debits and credits are important, greatly benefits the 
creditor nation at the expense of the debtor nation, 
as we have seen and shall more particularly note 
later. In addition to this, the creditor nation derives 
all the benefit of its increased productive activities to- 
gether with which purchasing power is created, while 
for the debtor nation the debit balance means the 
complete loss of the debit amount in purchasing powxa' 
fljom which there is no return in purchasing power. 
In other words, fur the debtor nation the debit 
amount means that that amount was spent by its 
people, whfch gave no employment to its own labour 
or to its own invested capital. Such spending in a 
nation, wdien once it is started, leads to no other 
end but serious unemployment, and, finallv. to 
bankruptcy, if it is ailot^ed to continue. 

Why should not the creditor nation firt&nce the 



12 WORLD DEPRESSION TO WORLD PROSPERITY 

over-selling of its exporters? Is not this fair play, 
and the least that could be expected of the creditor 
nation ? 

When a creditor nation loans gold to a debtor 
nation, and increases its vulnerability to the creditor 
nation’s goods, is not the debtor nation being duped ? 

When a debtor nation seeks to borrow gold “ lor 
stabilising its currency ” is it not labouring under a 
delusion ? 



CHAPTER II 


FALLACY OF PRESENT MONETARY SYSTEMS 

Three kinds of currency now in use may be 
described : — 

I. Gold and Silver 

All are familiar with the use of silver coin as 
currency and many people now living remember 
the time when gold coin was commonly circulated in 
the same way. At one time only metal curi'ency w^as 
used. 

For handling large transactions, the gold or silver 
required was bulky and inconvenient. Later, the 
Treasuries of the various nations improved this 
situation by holding the gold or silver in their vaults, 
against which they would issue certificates of various 
denominations. These certificates were exchangeable 
for the amount of gold or silver specified on them, at 
any lime, on demand. Such paper currency w'as 
convenient and, naturally, w^as respected. 

^ 2. Printing-press Currency 

The demand for currency varies widely frofn time 
to time, and a shortage is «. serious hindrance to the 
free flow of commerce. The people having gained 
confidence in paper 'motic 3 ^ a Government •would 
remedy this shortage difficulty by issuing paper 

13 
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money for its expenditures, which it, in turn, would 
accept in payment of taxes, duties, etc., owng it. 
Such paper currency often exchanged on a par with 
gold, and the practice was not very harmful so long 
as it was kept well within safe bounds; but the 
fallacy of such money arises through the ease with 
which paper money can be printed, and the tempta- 
tion to abuse the privilege by working the printing 
press beyond the sound limit and the taxation to be 
endured if the supply is to be contracted. Russia at 
the present time is using this kind of currency only 
in her internal commerce. 


3. Bank-note Currency 

Well secured notes and mortgages are often 
negotiable, and, in effect, are exchanged cis currency 
at their face value in large transactions between 
financial institutions. The security of .such negotiable 
paper was, and is, gilt-edged ; but such paper is not 
practical as legal tender, on account of the incon- 
venient denominations used and the lack of durability 
and standardisation in size, sha])e, etc. Also as each 
piece of such jiaper matures, it would have to J>e 
withdrawn from circulation on its due date. Some- 
one, recognising the most stable worth and security 
back of such negotiable notes and motigages and 
Government bonds, etc., proposed that these be made 
the basis or security fore the issue of bank-notes. 
When w^e stop to consider, can the human mind 
conceK e of a more stable aind* worth-w^hile security 
than the land or improvements or the commodities 
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which are back of the negotiable notes and mortgages 
held banks ? Each bank-note in circulation 
which is backed by such security may then be 
considered as a part interest in a negotiable note or 
mortgage or bond which was the basis for its issue. 

To-day private banks in England may take their 
well-secured notes and deposit them in effect with 
the Bank of England, as collateral for w'hich they are 
loaned currency, often at a low rate of interest. This 
interest rate is commonly designated the re-discount 
rate. 

The money so loaned by the Bank of England may 
be used by the private l:)ank receiving it, for meeting 
the demands of its depositors, or it may be loaned to 
other customers in exchange for ofher notes. The 
same plan is in operation in other modern nations. 
In the U.S. the Federal Reserve Banks take the place 
of the Bank of England. 

The money loaned by the Bank of England or the 
Federal Reserve Bank, as the case may be, is not 
only secured by a good margin in the notes and 
collateral deposited with it, but it is further secured 
by the indorsement of the private bank receiving the 
logji. In addition to this, in England the resources of 
the Bank of England are back of its bank notes. In 
the case of the U.S., the resources of the U.S. itself 
are back of»its Federal Reserve bank-notes. Each 
piece of credit currency in circulation therefore 
represents, in effect, a part interest in a trebly secured 
first mortgage on land or improvements or com- 
modities of commerce? oi the most sound ancfttablc 
value. 
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The security back of our modern bai^k-note 
currency is the most real and most stable in material 
worth it is possible for the mind of man to conceive, 
and the ease with which the supply can be adjusted 
to suit the demand, for the purposes of internal 
commerce, invests it with the possibility of becoming 
one of the greatest aids to the well-being of mankind 
ever invented. 

Regulation of Present Currency most Fallacious 

There is absolutely nothing wrong with the present 
currency in the way of what is back of it. It is ideal, 
and leaves so little to be desired in this respect that it 
is safe to predict it can never be materially improved 
upon. It is the way the supply of our most UvSeful 
bank-note currency is regulated, and our disregard 
of its true value and its proper function, which cause 
our economic distress. 

The great harm to our economic equilibrium results 
from the way we rigidly tie gold, a commodity of 
varying value, to our bank-note currency having 
such stable worth back of it. 

At one time the supply of gold or silver was 
sufficient to meet the demands for currencies through- 
out the world, or, putting it another way, the internal 
and international commerce of the nations of the 
world Svas limited to the supply of gold and silver 
available for fulfilling the part required of a currency 
in such commerce. Under such conditions, inter- 
natiorfal currency was being used for all commerce, 
and it was perfectly natural for a seller of one nation 
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to exchange goods with a buyer of another nation for 
gold or silver, the international currency. 

Now conditions are quite changed. New gold is 
relatively much scarcer tlian it was. We have 
become industrialised, and the ratio of the value of 
the other commodities produced to the value of the 
new gold produced has increased many, many times, 
so that now the gold which is produced currently is a 
relatively vSmall factor in the settlement of current 
international trade balances. The only way left for 
a nation to get gold for meeting its international 
obligations is by lorcing international trade balances 
in its favour and tliis, incidentally, is the source of 
most of our international rivalry and discord. 

Each modern nation has now its ovii paper 
currency for taking care of all its internal commerce. 
The use of gold, it may l>e vSaid, is confined wholly to 
international transactions. Everything works out 
all right now so long as each nation buj^s about as 
much as it sells in international commerce ; but when 
important international debit and credit balances 
make their appearance, trouble arises. A domestic 
currency redeemable in gold has been used for 
intijjmational purchases. 

The custom of, and pride in, using an international 
currency was so fixed upon us that we thought that 
this wonderful bank-note currency of such fixed and 
Stirling worth could not function without tying it 
rigidly to, and making it interchangeable with, gold, 
a commodity of varying value, but which has been 
enjoying the confidence? of^thc commercial worldPfrom 
time immemorial as the international currency. 
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When the idea of a sound bank-note curre^jcy was 
evolved, it was therefore natural to think it should be 
tied to gold, as it has been. 

The theory is that if gold seems plentiful, and is 
coming to a nation easily, that nation’s bank-note 
currency should also be made plentiful by lowering 
the re-discount rate, and thus “ maintain the bank- 
note currency on a parity with gold.” In the same 
way, if gold is scarce in a nation, the re-discount rate 
is raised, so that bank-note currency is made more 
scarce, and such currency is thus made to “ maintain 
its parity witli gold.” The theory is quite sound 
and works very nicely for all concerned so long as 
there is equilibrium in international trade, and no 
nation has cause for concern about its gold reserves. 
Let us examine how it works out in practice when 
important debits and credits make their appearance 
in international trade, and note the evil of gold. 

When the gold reserves show tendencies to increase 
beyond what is thought to be a necessary normal in 
one nation, that nation low'ers its re-discount rate 
and its industries flourish owing to a plentiful supply 
of sound bank-note currency. The caj^ital costs of 
its goods in gold value are thus decreased, which 
causes them to move into foreign markets still easier, 
and increases the gold coming to it. 

When the gold reserves are being depleted in a 
nation, such a nation raises its re-discount rate, 
increasing the cost of bank-note currency and thereby 
reduces the supply of such currency with the idea of 
makihg gold more expensi\^e to its people, and hoping 
that thSs will deter its use lor purchasing foreign 
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goods. |However, this increases the cost of the bank- 
note currency to its industries and thereby increases 
the capital costs in gold value of its own products, and 
renders the debtor nation still more vulnerable to 
foreign goods, with a further lowering of its gold 
reserves. 

With the high cost of currency due to gold gradually 
slipping away from a nation, and with unemployment 
of labour and productive facilities, its people may 
become desperate and in such circumstances many 
nations have borrowed foreign gold for the purpose 
of stabilising their currencies.'' The borrowing of 
gold for this purpose increases the interest that must 
be borne by the debtor nation for such gold, and 
increases its taxes and adds further capital costs to 
its products, thereby further increasing its vulner- 
ability to foreign goods, and bringing about more 
unemployment and the ilight to foreign fields of more 
of its capital. 

When a nation once gets well started on buying 
more goods from world markets than it sells to 
world markets, the only way it can possibly save 
itself from a complete collapse, under our present 
monetary system, is by the imposition of safeguard- 
ing duties or embargoes on gold exportation, or 
both, or by repudiation of its gold loans. 

This settling of international trade balances in 
gold, a commodity which is not consumed, isVhat 
upsets the equilibrium in international trade. If the 
international trade balances were settled by payment 
in coal or in some otlieT Ot)mmodity which cotffd be 
consumed by the nation receiving it, the result:? would 
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be entirely different. Under this condition nation 
would be compelled to consume as much from foreign 
markets as it sold into foreign markets, and a nation’s 
international trade would be kept in constant 
equilibrium. Under present conditions no nation 
can hope to continue to sell more in the long run into 
the world’s markets than it takes out. England was 
successful in this for many years. During England's 
so-called palmy days vast private fortunes were built 
up by her manufacturers and traders. The handicap 
of accumulating too much gold in England from 
favourable trade balances was offset by the priv^ite 
investment of gold abroad. 

With the tendency towards industrialisation 
throughout the world, which w ill materially increase 
rather than decrease, and wath the current gold 
production relatively much less, the age for continuous 
favourable balances from trade in merchandise has 
passed. 

With the resources for sufficient bank-note 
currency wdiich the more developed nations enjoy, 
there is not the same proportional demand for money 
in foreign developments as formerly. The main 
demand for gold loans now is by foreign Governn^nts 
seeking “ to stabilise their currencies,” which as a 
rule defeats its object by facilitating the ease with 
W'hich their people can continue buyii^g more from 
foreign markets than they sell into foreign markets. 

When once the ecpiilikrium in international trade 
is disturbed, the paying in gold aggravates the 
situalion, and automaticaliy increases the swing from 
equilibrium, and is likely to bring on a breakdown 
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in international commerce, with very disturbing 
influences on the internal commerce of the nations 
involved. It is this paying in gold that causes 
periods of prosperity and adversity to run in cycles 
and makes Free Trade impossible. 

In the debtor nation it would be very desirable to 
increase the cost of the gold required for purchasing 
foreign-made goods, and thus restore international 
trade equilibrium. To do this, however, with our 
present monetary systems, increases the cost of money 
to internal commerce, and thus increases the cost of 
the goods made in the debtor nation, and slows down 
its industrial activity. In the debtor nation it is 
impossible to make an adjustment in the interest rate 
for restoring equilibrium in international commerce 
that will not be liarmful to internal commerce. Here 
lies a great fallacy in our moiietary systems which 
prevents a debtor nation from liquidating its debts. 
This is why, when gold starts leaving a debtor nation, 
the agency regulating the interest rate finds itself 
in a very difficult position. Whichever way the 
re-discount rate is moved, it is wrong. Is there any 
wonder we are .so dead-locked and powerless to 
improve our present situation, with our present 
monetary system, when the governing forces work at 
such cross purposes ? 

The results* from the way we tie our bank-note 
currency to gold might not be so bad if the valtie of 
the gold supply in the exchequers of the nations of 
the world had a closer connection with the value 
of the labour that would #be required for replftcirig 
it in any reasonable time. The exchange viAne of 
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gold is unstable and artificial. The amount new 
gold that can be produced in a year is of little 
consequence compared with the unconsumed supply 
in the exchequers of the world. This disparity has 
been tending to increase. 

If the value of the unconsumed gold now on hand 
rested more firmly upon the labour recpiired for 
replacing it in a reasonable time, which is the real 
terra firma upon which the value of all other com- 
modities rests, the way wc have tied our bank-note 
currency to gold might not be ejuite so distressing, 

A great drawd:)ack to the use of gold as the stan- 
dard of value or any other international currency 
lies in the very high degree of intelligence and 
unselfishness required if periods of unemployment 
and depression are to be avoided in the nations 
using it. 

In world commodity markets the demand for 
commodities and the demand for gold -the inter- 
national currency - are kept c(iualised in the long 
run. Often this is not accomplished smoothly, how- 
ever, and abrupt adjustments take place from time 
to time. 

The essential for continuous employment jind 
prosperity in any nation is the continuous main- 
tenance of theit relation betw^cen w^ages and com- 
modity prices w^hich brings about no shortage or 
over-supply of labour or commodities — equilibrium 
between wages and coitnnodity prices, or — equili- 
brium in industry. 

This equilibrium is very, sensitive, and once it is 
disturl5t}d much harm often results before it can 
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be rest|)red. If a nation, on account of its pressure 
for gold, or its superior efficiency in production, or 
for any other reason, starts selling important quan- 
tities of its commodities into world markets at I’e- 
duced prices in terms of gold, sucli a condition will 
disturb the equilibrium between wages and com- 
modity prices in another nation, and bring about 
unemployment and depression in the latter nation, 
if sufficient intelligence is not exercised in lowering 
wages so as to retain the equilibrium between its 
w^ages and commodity prices. 

Even if sufficient intelligence were used in low'er- 
ing wages so as to retain equilibrium l:>etwetm wages 
and commodity prices, the low'cr commodity price 
levels in terms of gold would inequital)ly benelit all 
creditors at the expense of all del)tors, and would 
still bring about results disturl)ing to industry. 
Therefore the satisfactory use of the gold standard 
would also require that sufficient intelligence and 
unselfishness be UvSed to permit the liquidation of all 
debts in gold on the basis of the purchasing power 
of gold prevailing at the time the debts were con- 
tracted. 

The need for tlie exercise of so mucli intelligence 
and unselfishness makes the achievement of the 
ideals in industry for any length of lime under the 
gold standard, or any other international currency, 
practically an impossibility. 



CHAPTER III 


A SOUND MONETARY SYSTEM 

We will next consider a little change in the 
standard to which the supply of our bank-note 
currency of such intrinsic worth may be regulated, 
and note first how it would automatically place our 
international dealings upon a sound and ethical 
basis, and then, later, note the great benefits that 
would result to our internal commerce. 

The bankers’ theory that their system of regulating 
the supply of bank-note currency will maintain such 
a currency on a parity with gold, regardless of the 
variation in the value of gold, has been demonstrated 
beyond (piestion to be loo per cent, correct. The 
fact that tire supply of gold may play out, leaving 
no gold with which to keep the bank-note currency 
at a parity, should not be charged against the 
accuracy of the theory. 

If, by the use of the theory, the gold reserves 
increase in creditor nations and decrease in debtor 
nations to a point where there is a coipplete break- 
down in international trade, this undesirable result 
must not be considered ^as in any way impeaching 
the theory. 

Ur^ loubtedly gold was -ycting much in the same 
way nineteen hundred years ago, when the Teacher 
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of NaJarcth remarked, “ Unto him that hath shall 
be given, and he that hath not, from him shall be 
taken away even that which he hath/' 

The principles involved in the bankers' theory, 
proved to be 100 per cent, correct, for controlling 
the exchange value of a sound bank-note currency, 
can be utilised most beneficially in a slightly different 
way. 

We should put this most valuable theory of the 
bankers to work at something more useful to man- 
kind than making a bank-note currency of unvarying 
real intrinsic worth dear when the gold reserves of 
the nation involved are low and making it cheap 
when the gold reserves happen to be plentiful. 

Just as the security back of a modern bank-note 
currency is the most real and sound it is possible for 
the mind of man to conceive, the purchasing power 
of this currency can be made the most stable and 
unvarying it is likewise possible for the mind of man 
to conceive. 

In an obligation contracted to-day for liquidation 
twenty years hence, do we want the same amount of 
gold then as is involved now, or do we want the same 
amc'wnt of purchasing power then as is involved now ? 

Instead of shackling them to gold, and making our 
bank-notes having such unvarying stable worth 
back of thenf cheap when all useful commodities are 
dear, and dear when all useful commodities are 
cheap, the purchasing pcAver of our bank-notes 
should jemain constant, and should be regulaled to 
correspond exactly in Pxchange value witn the 
average value of all the useful commodities. * To do 
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this, as will be well understood by many th^ world 
over, we would first select a list of basic raw materials 
and standardised commodities upon which we now 
consider we are dependent for our established 
necessities and modes of life, giving each commodity 
in the list a weight in accordance with its importance 
in commerce, and then reguJate the supply of our 
bank-note currency so that the same amount in 
dollars or pounds sterling, as the case may be, would 
always purchase this list of commodities. 

To briefly illustrate, suppose the following list 
represented the commodities to be used as a basis for 
the purchasing power of our credit currency, and the 
quantities given represented the weighting of their 
relative importance in commerce : — 

200 lb. sugar, 2000 lb. flour, 250 lb. beef, 100 lb. 
pork, 25 lb, cod fish, 50 lb. salt, 50 lb. butter, 
15 bushels potatoes, 250 lb. beans, 6 dozen 
oranges, 6 dozen bananas, ont^ barrel apples, 
50 gallons milk, 50 lb. wool, 150 lb. cotton, 25 lb. 
linen, 10 tons coal, one-half ton pig iron, 50 lb. 
copper, 25 lb. lead, 10 lb. aluminium, 500 
common red bricks, 500 lb. cement, 100 lb. 
lime, 500 ft. lumber, 1000 lb. news print, 100 lb. 
rubber, etc., etc. 

(A,s a matter of fact, several hundred standardised 
commodities would be used in actual practice, and 
each would be weightAl in the approximate pro- 
portic^n to the quantity consumed by the no.tion.) 

N<^xt let us assume tKat* at certain designated 
commercial centres all these commodities, to definite 
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specifications and in definite markets, were worth 
£loo in our present gold-standard currency when we 
started regulating our bank-note currency to this 
standard of value. Whenever this list of com- 
modities under the conditions arranged in the 
beginning, could be purchased for £98 in bank-notes, 
it would be obvious that our bank-notes were not 
quite plentiful enough for the needs of commerce, 
and we would therefore cheapen them slightly by 
lowering the re-discount rate so as to make them a 
little more plcnlifiil. On the other hand, if this list 
of commodities, under the conditions arranged, cost 
£jo 2 in bank-notes, then it would be apparent that 
our bank-notes were a little too plentiful, and that 
we should contract the sui)p]y somewhat by increas- 
ing the re-discount rate. 

In this way an internal l)ank-notc currency can be 
maintained so as to have the same pundiasing power 
for raw materials and standardised commodities a 
hundred years from now that it has to-day. Slight 
deviations in the commodities and the weighting 
used could be made occasionally if thought best by 
those in control, which might be desiral^le, on account 
of n«w inventions or changes in the living habits or 
practices of the people. 

The procedure for a single nation to take in 
changing ov&r its monetary system to a sound^]>asis 
and its operation in international transactions, would 
be about as follows : — 

I, Realise the great *ad^'antage of a currenc^ hav- 
ing a constant purchasing power, not onl3f in the 
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satisfaction of liquidating future commitments, but 
also in the very great assistance it would render for 
preserving equilibrium in its industry, as wiU be 
apparent later. 

2. Realise the sterling worth of a bank-note 
currency and how the supply may be regulated as just 
described to give it the constant and stable pur- 
chasing powerin keeping with the constant and stable 
worth of the security pledged for such currency. 

3. Realise that there need be no fear from a part 
of a nation’s currency in circulation being “ printing- 
press money ” or currency issued against the previous 
value of the gold or silver deposits in the nation’s 
Treasury, it being thoroughly tinderstood, however, 
that as the supply of such currency could not be 
reduced by any manipulation of the re-discount rate, 
the amount of such currency in circulation must be 
well below any possible minimum demand for 
currency, which would reduce its purchasing power. 
If there were any possibility that the amount of such 
currency in circiilation should ever prove so much as 
to reduce its purchasing power when aU the bank- 
note currency is retired, then the nation’s resources 
for raising revenue and floating bonds should be jised 
for retiring whatever the indicated excess of such 
currency might amount to, so that the purchasing 
powe^ of all the currency in circulation could be 
maintained stationary at all times. It should be 
further understood that any additional currency ever 
required by the nation in the future would bg bank- 
note Currency only, backfcd by sound negotiable 
notes a'iid mortgages held or issued by commercial 
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banks, ^ or upon the security of Government bonds, 
etc. 

4. The nation should arrange a commodity price 
index to which it would regulate its supply of bank- 
note currency in the future, so as to preserve a 
constant purchasing power for all of its own currency 
within the nation. The purchasing power deter- 
mined upon in the beginning should preferably 
correspond to the purchasing j^owx'r of ils present 
currencj7, when most of its internal indebtedness was 
incurred. Any deviation from this should, in the 
best interests of all concerned, favour the borrower 
rather than the lender. 

In operation, such a nation would not allow the 
amount of its gold reserve to aflcct its re-discount 
rate for its bank-note currency in the slightest. The 
exchange rate for the bank-note currency with gold 
would be an entirely separate adjustment. The 
re-discount rate would be steadfastly used only for 
preserving the constant purchasing power of its 
internal currency within its own coniines. Inci- 
dentally, such a currency would soon command high 
respect by international bankers and others. 

5. If the nation were a delator nation, it would 
determine upon the approximate rate for liquidating 
its debts. It would then make as intelligent a guess 
as possible at the exchange rate it should allow for its 
currency in exchange for gold, the internfitional 
currency, in order to briiig about the balances in 
trade in its favour necessary for bringing to it the 
gold required for the foreign debt payments i%vished 
to make. In order to make a payment on ite foreign 
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debt, the nation would have to arrange, by taxation 
or other internal financing, for sutficient of its own 
bank-note currency to equal in exchange value the 
gold payment it wished to make. The nation would, 
in effect, pay out the currency so obtained to its 
exporters in exchange for the gold which they 
received for the excess of exports over imports. 

If the nation's gold reserves should increase faster 
than necessary for the debt payments planned for, 
the nation would raise the exchange rate of its cur- 
rency for gold, and thus reduce the ease with which 
its goods would move into foreign nations, and 
thereby reduce the amount of bank-note currency it 
would be compelled to raise by internal financing. 

On the other hand, if the gold reserves should not 
build up fast enough for its debt payments, then it 
would lower the exchange rate of its currency for 
gold, and thus permit its goods to move more freely 
into foreign nations. 

Naturally a debtor nation operating under the 
sound currency system proposed would keep its gold 
reserves very low. 

6. If the nation were neither debtor nor creditor, 
then, as there would be no benefit to itself in the long 
run from allowing its gold reserves to increase or 
decrease, the nation would therefore plan to maintain 
the exchange rate of its currency for gold so that the 
value of its exports would balance, as closely as 
practiceible, the value of \is imports. 

7. If the nation were a creditor nation, and desired 
to hav/ats imports exceed ilTo exports in value, so as 
to permit the liquidation of the accounts owing it, it 
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would ^lan to set the exchange rate it would allow for 
its currency in exchange for gold at a rate that would 
make the excess value of imports over exports equal 
as closely as possible the desired yearly amount by 
which it wished the accounts owed it to be liquidated. 

Under operation for this condition, the creditor 
nation would be required to pay out gold from its 
Treasury in exchange for its own currency to the 
amount of its debit balance in ti'adc. The same 
amount of gold, however, would be paid it by the 
nation or nations owing it the international debt, 
and thus the creditor nation’s gold reserves would 
remain approximately constant. 

The nation’s own currency, for which it exchanged 
its gold to the amount of its debit trade balance, 
could be used for meeting its internal expenses, 
thus reducing the tax burden on its people. Such a 
policy would tend towards higher living standards, 
or more leisure for its people, as will be apparent in 
Chapter VII. 

It will be noted that under the operation of the 
monetary system just briefly described, a nation 
would always have the means at hand for keeping 
its fcireign trade in the balance it desired. 

Also, it will be noted, a debtor nation would have 
the means at its hand for making whatever debt 
payments it desired to make, and also it would never 
have any object in or need for borrowing gold regard- 
less of how low its gold reserves might become. A 
debtor nation would find an advantage in allowing its 
gold reserves to pracTionlIy vanish, as su^csted 
previously. • 
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At first sight the advantage to a debtor nation, or 
to a nation short of gold, in changing over to the 
sound currency system proposed, may seem more 
apparent than the advantage to a creditor nation. 
However, the advantages to a creditor nation in its 
internal commerce when operating under a system 
which would enable it to i)rcserve constant purchasing 
power for its bank-note currency will become more 
tipparent fei what follows. 

It will be observed that the suggestion has only 
been made so far that one nation could change its 
monetary system over to the sound basis proposed, 
and retain control over its balance in international 
trade. How more of or all the nations could do this 
will also be apparent later 

(In the reference to the U.S. currency system no 
mention was made of the national bank currency in 
circulation. In adopting a currency of constant 
purchasing power, it would be necessary to limit the 
national bank currency so that it, together with the 
outstanding currency issued against the former 
values of gold and silver deposits, would not be 
sufficient to hamper the maintenance of the constant 
purchasing power of all currency in circiiUtion 
through the regulation of the rc-discount rate for 
Federal Reserve notes.) 



CHAPTER IV 


ADVANTAGE TO INDUSTRY FROM USE OF CURRENCY 
OF CONSTANT PURCHASING POWER 

With Golden Rule Settlement of Trade Balances all 
would Prosper 

With sound currency of constant purchasing 
power always available to meet the sound demand, 
and with the means for keeping its international 
commerce in the desired balance, the industry of a 
nation would take on a new aspect. The incentive 
for such nation would be to excel in the production 
of those things for which it is particularly adapted, 
and to use those tilings from other nations which 
they are particularly adapted to produce. The 
manufacturers of such a nation, on the whole, could 
enjoy the maximum prosperity only when the 
purchasing power throughout their nation is the 
highest possible, which is as it should be. 

While we use a currency having a fixed parity with 
gold for all purposes, there is always a tendency to 
exploit labour in the home country, so that its 
products will compete more readily in foreign 
markets. ® 

Organised industrially as we are in the U.S. for 
instance, there has be(?n«i strong tendency iiArccent 
years for labour in the long run to get its share of the 
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benefit from improved efficiency in production, as 
it has been thoroughly demonstrated that capital 
cannot prosper without prosperity for the workers. 
With our unscientifically regulated currency, the 
benefit to laliour from improved efficiency in pro- 
duction has been reflected sometimes in lower 
commodity prices and sometimes in liigher wages in 
dollars, and again, in both. With a currency regu- 
lated to a constant purchasing power in terms of 
commodities, improved efficiency or lower cost of 
production would be reflected only in higher wages 
for kibour and greater returns for capital. 

Organised as we arc, unemployment of labour in a 
nation is due solely to a lack of spending in the 
nation. Spending power depends upon the earning 
power of current labour and the earning power of 
stored labour — capital. The spending powers of 
both are very necessary for prosperity in a modern 
nation. 

The maximum earning power of capital no longer 
closely follows the law of supply and demand, as it 
did when hard currency/ only was used ; but depends, 
in the long run, much upon the interest rate of money, 
which in modern nations is controlled by the agency 
which has discretion over the re-discount rate. 

When we adopted measures for restricting immi- 
gration, we thwarted to a certain extent the law of 
supply and demand in the world labour market so 
far as the wages for laboi:r are concerned. 

The adjustment of the wages of current labour and 
the a^^justment of the wage^ of stored labour are 
very much in the hands of man. 
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As suggested previously, unemployment is due to 
the lack of spending power of labour and capital, 
and the maximum possible spending power of either 
requires the highest wages possible for labour without 
destroying equilibrium in induslr}\ 


With Sound Currency, Maximum of Prosperity Easy 
to Maintain 

With a sound currency system and approximate 
equilibrium in international trade, the steadfast 
regulation of the interest rate for bank-note currency, 
so cis to keep commodity prices stationary, first, last 
and all the time, will automatically exert a most 
powerful influence to preserve equilibrium in industry 
and keep labour and capital fully employed. 
With the exercise of sufficient inlelligence there 
would not be much occasion to change wages, 
except to increase wages for labour from time to 
time as efficiency in production progressed. 

The greatest prosperity in general would always 
result from closely paying labour for all that it 
produces. This would stimulate labour to keep 
its productive power at the highest possible, bringing 
about the fullest co-operation between labour and 
management* for the highest efficiency possible in 
production. Both would seek to keep the labour 
per unit of output in production as low as pos- 
sible. As efficiency in production increased, wages 
would te increased, whl^real increase in purJilxasing 
power. 
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The two opposite extreme swings from equilibrium 
in industry may be considered. If stocks of com- 
modities tended to increase with a lowering tendency 
in commodity prices, this might be corrected by 
reducing the re-discount rate, which would tend to 
keep commodity prices up in terms of the bank-note 
currency. Such a correction might be sufficient to 
bring about equilibrium. However, if, on account 
of a lower cost of production, commodity prices 
tended to sag with material increases in surplus 
capital, and unemployment appeared, it would be 
obvious that the sound thing to do would be to raise 
wages, thus raising the spending power of the workers. 
This would bring about a demand for more goods 
and manufacturing facilities, etc., giving more em- 
ployment to labour and capital. 

With a sound currency system, the condition of 
.surplus labour and surplus capital seeking employ- 
ment would not give much trouble in practice. The 
remedy of increasing wages would be so obvious and 
very pleasant to administer. 

The opposite tendency would require close watch- 
ing; but with the exercise of a little intelligence it 
should be easily controlled also. • 

For the condition of a shortage of labour and 
commodities there would be a tendency towards 
increases in wages and rising commodity prices. 
The latter would have to be offset by raising the 
re-discount rate for bania notes, and this would make 
capital more expensive to industry, reducing the 
chanq4s for profit. This coiiidition could not proceed 
very faf before capital would cease flowing so freely 
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into industry. Such a condition would quickly 
bring about a slowing down of industry if it were not 
promptly rectified. 

Capital simply will not work if profits are doubtful. 
When the prospects for profits from industry seem 
in the least uncertain, a powerful brake is put on all 
spending. 

The condition of small surpluses in labour, capital 
and commodities in a nation has ]>rovod safer in the 
past than a shortage of labour and commodities 
under our present available facilities for regulating 
the cost of money and the wages of labour. 

Almost always in the past an acute shortage of 
commodities and labour has been followed by a 
surplus, caused by a trade breakdown. Time and 
much trouble for all concerned have then been re- 
quired before wages could be lowered and prospects 
become sufficiently favourable for profits to inspire 
capital to return into industry. 

Summarising, with equilibrium in international 
trade, and with so\ind money of constant purcha.sing 
power in use, any swing from ecpiilibrium in the 
industry of a nation would always be evident either 
by a ^urphis of commodities, labour and capital, or 
by a shortage of commodities, labovir and capital. 
For the condition of surpluses, the remedy would be 
to raise wages* and for the condition of under-supply 
the remedy would be to lower wages. 

The two prime esscntiaIs,for the maximum con- 
tinuous prosperity in a highly industrialised nation 
are an rCmple supply of ciirrcncy of unvaryin|^ pur- 
chasing power for all sound needs at all tirrwes, and 
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the ability to closely adjust the wages of the workers 
to what they produce at all times. 

If these essentials are to be attained, the responsi- 
bility of the Federal Government to industry cannot 
end with its supplying of the sound currency. There 
are requirements for the smooth functioning of 
industry which the Federal Government alone can 
provide with justice to all concerned. 

Under present conditions the smooth functioning 
of industry tliroughout a nation is a responsibility 
which must be assumed by the Federal Government. 

Some suggestions for devices along this line are 
mentioned in the next chapter. 


Present System Most Unscientific and Dishirbing 

The ideals in industry are absolutely impossible 
of a semblance of continuous attainment while we 
have our present fallacious settiement of inter- 
national trade balances, where, with Free Trade as 
we know it to-day, the labour of one nation is in 
competition wilh tlu; labour of all the other nations, 
which results in the labour of a highly industrialised 
nation being exploited by forcing such labour to 
follow the law of supply and demand, and in the 
building up of vast private fortunes in capital which, 
if it is to be employed, must find outlets in other 
countries, or be used in pursuits of little benefit to 
the labour which largely/ produced it. 

The ideals in industry are also equally impossible 
of ^tainment by our ^present most uriscientific 
contreV. of bank-note currency having the soundest 
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possible security back of it, where such haphazard 
adjustments are attempted with it as to make water 
flow uphill by making gold flow from a creditor nation 
to a debtor nation. With our present monetary 
system one very desirable result cannot be brought 
about without having many results in other direc- 
tions, the after-effects of the cure often being worse 
than the original disease. Such liberties taken with 
our currency obscure fundamental conditions and 
are demoralising and a serious handicap to the main- 
tenance of stable prices with the proper balance 
between capital costs, labour costs, and profits in 
the selling prices of commodities. 

As suggested, we make an adjustment to correct 
an unsound situation in international commerce, 
and it may have a very upsetting effect upon internal 
commerce, and vice versa. With such a makeshift 
monetary system we shall continue to tumble into 
periods of adversity, and then slowly muddle out, 
if we have luck, with serious unemployment and 
suffering. 

As will be apparent later, a great deal of luck will 
be required if we are to muddle out of our present 
predicament and attain any degree of prosperity 
without some important changes in our present 
system of handling international debts and inter- 
national trad^ balances. 

No nation can hope to attain sufficient intelligence 
and unselfishness among its^people to even approach 
continuous equilibrium for its internal commerce, 
to say ifothing of preserving its equilibrium ii^nter- 
national commerce, while it uses our present fallacious 

D 
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monetary system. With sxich fallacy in our system, 
anything like the ideal in industry is impossible of 
attainment. 

We require a monetary system in keeping with the 
mechanical niceties of our age. We require a 
monetary mechanism permitting two adjustments, 
each quite independent of the other : one, the 
international exchange rate for maintaining 
equilibrium in international commerce, and the 
other the re-discount rate essential for maintaining 
equilibrium in internal commerce. When we get 
these, with other needed improvements, more 
specifically pointed out in the next chapter, the 
enjoyment of the fruits of industry by the producers 
of a nation will only be limited by the inventive 
genius of man and the desires of the people of such 
nation. 



CHAPTER V 


PRIVATE CAPITALISM WILL ENDURE 

While we are created free and equal under the 
laws of most nations, wc are not born with equal 
adaptabilities to the various walks in life. Some of 
us are born blessed with excel lence in brawn, while 
others excel in brains. Some of us are born followers, 
while others are born leaders. Some of us are born 
spenders, while others arc born hoarders. Some are 
only happy when striving to excel, while others are 
happy to plod in mediocrity. Brains could not avail 
much without brawn, and brawn could not avail 
much without brains. Followers require leaders, 
and leaders require followers if success is to be 
achieved. Spenders could not spend much without 
hoarders, and hoarders could not hoard much without 
spenders. 

All^the various classifications are essential to the 
success of a nation, and each classification is depend- 
ent for success upon its opposite as well as upon all 
the other classifications. 

Every nation, however, should make it entirely 
unnecessary and very difhcijt for any classification in 
society to long exist which departs from the injunc- 
tion In the sweat thy face shalt eat 

bread.*' 

41 
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Machinery and power are setting the toiler free 
and raising his living standards, and mass production 
has come to stay, and will be applied more and more 
throughout the world as time passes. Happy is he 
who finds the work he enjoys and such a one is a 
success in life, regardless of what his work may be. 

On account of the wide diversity in our tastes and 
in our adapta])i]ities, we want freedom in the selection 
of our vocation and manner of life. Each desires 
freedom in working out his own destiny. 

It is on account of our inborn desire for this free- 
dom that our form of so-called individual capitalism, 
with improvemcMils from time to time in the rules 
governing it, is bound to endure. 

The system of private ca])italism, with the law of 
supply and demand and the survival of the fittest 
working freely, but orderly, up to the best interests 
of all concerned, will advance us more quickly and 
more efficiently with safely into higher living 
standards than any other system so far devised, or 
likely to be devised. 

With sound currency and the Golden Rule in inter- 
national trade settlements, labour’s purchasing power 
would be limited only by its producing power. 
Labour’s producing power is dependent upon a com- 
bination of labour’s co-operation, capital supply, 
inventive ability and management. The supply of 
capital is influenced now largely by the authority 
which fixes the interest vate of beink-note currency, 
and not so much ])y the law of supply and demand as 
formerly. In order for labour to reach its maximum 
purchasing power, therefore, there must be a reward 
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for inventive ability and management that will stim- 
ulate its best efforts at all times. This the system 
of individual capitalism is very naturally fitted to 
do, and is one reason for its success. Capital, in its 
selection of a manager, is guided solely by his ability 
to manage, whereas if labour attempts the selection of 
a manager, other considerations arc likely to enter in. 
With capital selecting a manager, the responsibility 
of selection is concentrated on the shoulders of a few, 
who are likely by experience to be more business- 
like, and better judges of good managers ; while with 
labour selecting the manager, the responsibility 
would be scattered among a host, many of whom are 
not interested in or qualified for such responsibility. 
In America those who select and those who manage 
most successfully often rise from the ranks of labour. 

As has been pointed out, the wages of current 
labour and the w'agcs of stored labour no longer 
rigidly follow the law of supply and demand, but 
are coming more and more to be intelligently adjusted 
to the best interests of both, which means the best 
interests of all concerned. 

The ideals of industry are becoming synoiiymous 
with.the ideals of civilisation. The one great aim 
and purpose of each nation should be the widest 
possible enjoyment of the fruits of indu.stry by each 
man, womaft and child within its coniines. , This 
should be the great slogan of all civilised nations, 
and should be emblazoned i« the minds of all thinking 
people.^ 

Conditions have chanj^ed greatly in the U.% .since 
its constitution was written and since many of its 
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present laws were passed. Those who have the 
responsibility for the laws which are in effect in a 
nation should clearly recognise the great aim and 
purpose of a nation, and should be particularly 
zealous that the laws affecting industry are always 
operating to the best interests of all concerned. 

As suggested previously, if wc are to have higher 
living standards, the need for preserving our industrial 
equilibrium becomes most vitally important. Means 
must be provided for permitting our industries to 
function in close harmony with economic laws and 
forces, and without the jerks and breakdowns we 
now experience. 

Wherever present laws hamper the fulfilment of 
the great aim and purpose of a nation, they should 
be modified or abolished. Wherever new laws can 
assist in the fulfilment of the great aim and purpose 
of the nation they should be enacted, by constitu- 
tional amendment if necessary in the case of the U.S. 

Apart from the most pressing need for monetary 
reform which has been the main theme of this thesis, 
unfair competition and old age and disability benefits 
and equity in wage scales should receive attention. 

The following applies particularly to the U.St, but 
would apply with almost equal force to most other 
nations. 

(a) Unfair Competition 

Unfair competition is bad for all concerned. It is 
manifestly unfair for one producer to dump all of his 
output.' into the market a^ soon as it is produced, 
or beforb it is produced, as often happens, compelling 
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the others to bear the burden of carrying the stocks 
necessary for stabilisation and of carrying on 
research for improving the cpiality, or research and 
advertising for widening the use, of a product. The 
producers of consequence of each raw product and 
standardised commodity should be compelled to 
organise sufficiently under some Governmental 
authority, possibly under the Inter-State Com- 
merce Commission, somewhat as the railroads are 
under the Inter-State Commerce ('ommission, so 
that the producers only will bear the burden of 
their own over-production, and so that all will 
bear their equitable share of the cost of advertising, 
research, grading, standardising, and marketing of 
their product. 

Unconsumed stocks should not, in any circum- 
stances, be allowed to increase beyond a healthy 
limit. When such limits are approaching, price 
reduction and curtailment of production would have to 
be effected, the aim being, in the long run, to let price 
reduction prevent over-production, in accordance 
with the law of supply and demand. 

In such co-operative organisations the voting 
powef for the conduct of the organisation’s price 
policy or any curtailment of output policy, should 
not be in proportion to the amount of product pro- 
duced by the*various members, but the voting power 
governing such matters should be in proportion to 
the profits made in the production of the product by 
the respective members in the previous year. This 
would leave all matters at feeling the policy fo^price- 
fixing and curtailment of output in the hands of the 
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low cost producers, just as it is now in the long run. 
This would always tend to bring about the free but 
orderly operation of the law of the survival of the 
fittest, which is sound beyond any question. 

It is possible for the best interests of all concerned 
that the low cost producers should have a greater 
voting power on price policy than that proposed. 
Possibly, when such organisations are arranged for, 
it should be with the understanding that only the 
producers of the lower cost half of the production 
would be allowed to vote on price and restriction in 
output policies. 

Restriction in output, when advisable, would apply 
to all producers alike, and could be pro-rated on the 
basis of the production of the respective members 
during the previous year, or on the basis of capacity 
to produce in the case of new producers. 

Products shipped in from other nations should be 
marketed through the organisation having jurisdic- 
tion over such products, and the foreign product 
should bear its equitable share of the cost of carrying 
the stocks for stabilisation and the operating cost 
of the organisation. In cases where curtailment in 
production is necessary, the importers of the products 
involved should be placed upon a quota based upon 
their previous sales, in the same way as domestic 
producers. With industry stabilised, the supply of 
most products would, as a rule, respond closely to the 
demand, but wheat and»cotton, for instance, would 
always require close attention, on account of the vary- 
ing p^t sunshine and raintpfay from year to year. 

Most ‘of the detail work, and all the expense. 
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required for such stabilisation should be borne by 
the organisations themselves, leaving as little as 
possible for the Federal Government to perform. 

(b) Need for Old Age and Disability Pensions 

If a man goes through life as an honest worker, 
he should not be faced with poverty in his old age 
simply because he has been a good provider for his 
family, or because he has been unfortunate with his 
savings. His spending has benefited all industry, 
and has enabled the hoarder to live his old age in 
comfort. 

Each worker should be able to Ipok forward to a 
pension in his later life, the amount of which is in 
proportion to the amount earned during the produc- 
tive years of such a worker’s life. Such pension 
should not be looked upon as a gratuity, but as 
something earned and something to be proud of. 
In the cost of producing every product there should 
be a tax in proportion to the value of the labour used 
in its production, which will provide equitably for 
disability and old age benefits for all workers, to be 
disbursed by the Federal Government. It would be 
manifestly unfair for the production in one part of 
a nation to bear such a tax without the production 
in all parts bearing the same lax. A nation hgiving 
such provisions would be justified in restricting tq^ 
some extent, by safeguardiaig duties, the products it 
is well adapted and equipped to produce coming to 
it from other nations whc»c labour is unduly excited. 
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(c) Equity in Union Wage Scales and Wage Regulation 

While, as has been pointed out, the labour of any 
nation should be quite independent of the law of 
supply and demand so far as the world labour 
market is concerned, the best interests of all con- 
cerned require that the labour within a nation — 
that is, one craft with another, etc. — sliould be 
responsive to the law of supply and demand. 

In general, it would be manifestly wrong, and very 
unsound, to allow any particular industry to erect 
barriers against the freedom of capital to enter that 
industry. There^must be equilibrium in the induce- 
ments of the various industries to capital seeking 
investment. 

In a similar way, it would be detrimental to the 
best interests of all concerned if a labour union, by 
aggressive and unfair tactics, restricted the number 
of workers in its craft, so that the workers of its craft 
would receive higher wages than their output, time 
employed, hazards involved, skill and intelligence 
required, etc., would justify, compared with other 
crafts. Just as there is freedom for capital to,enter 
any industry, so should there be similar freedom for 
labour to enter any craft. 

With stabilised prosperity, mcmbei's »f some of the 
crafts which have been in the habit of getting high 
wages for part-time employment would be more 
continuously employed, and under such conditions 
equity* would require that /lie wages in sucli crafts 
be lowesed. 
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When one class of workers is unfair, it reduces the 
benefit to all the other workers in the use of the 
products of the unfair workers, and often reduces 
the demand for the products of other workers in 
allied crafts as well. All labour unions should 
concern themselves in any unfair demands made by 
another union and should be zealous in seeing that 
the wages of the various crafts are equitable one with 
another. 

As suggested above, paying labour more than it 
produces can only lead to trouble for all concerned 
later on if continued. The maximum of prosj)crity 
in a nation will be gained only when all labour in 
the nation is employed and being »paid closely to 
what it produces. 

With a sound currency system and by the use 
of intelligence in regulating the wages of labour, 
both labour and capital can be kept fully 
employed. If intelligence were used in the 
regulation of the interest rate of money and the 
wages of labour, there would be no occasion for 
labour or capital to seek employment in foreign 
countries.* 

When all the labour and all the capital of a 
nation are being comfortably cinploYcd, and com- 
modity prices are remaining at a stationary level, 
labour can bfc assured that it is being paid .very 
closely for all that it is producing. 

• 

* We would have an exception to this in the case of a nation 
that is specially favoured by jiaving resources which particularly 
lit it to supply certain coniniriditics to hjrcign natioiij^much 
cheaper than they can produce them. The principles^iiivolved 
in such an event are discussed in Chapter VIII. 
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As stated previously, the steadfast regulation of 
the re-discount rate for bank-note currency to pre- 
serve stationary commodity price levels will be a 
very powerful influence in maintaining equilibrium 
in industry and the full employment of all available 
labour and all available capital. However, as has 
also been previously suggested, it will be vitally 
essential for continuous prosperity to be able to 
expeditiously make occasional changes in the wages 
for current labour. Such changes should be increases 
in wages due to the lowering of the cost of production. 
However, it is always possible to make mistakes, and 
it might become ^'ery essential to prosperity to lower 
wages, in order to reduce the interest charges on 
production without disturbing commodity price 
levels. 

In the U.S. wc have all become accustomed to 
having the interest rate of bank-note currency 
arbitrarily changed from time to time, for what is 
thought will be in the best interests of all, by a 
responsible governmental authority. On account of 
the unsound way in which gold is tied to our currency, 
the Federal Reserve Board has had great difficulty in 
pursuing a logical policy. 

If we were freed from the very harmful influence 
of gold, and the way was cleared for the operation 
of a scientifically regulated currency, the proper 
course for the Federal Reserve Board to follow 
would be a thousand times easier to determine than 
it is to-day. 

Wf have not, even undep*our present handicapping 
and ufisound conditions, questioned the policy of 
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allowing the Federal Reserve Board to arbitrarily 
fix the interest rate for bank-note currency, and 
thereby in the long run influence the real wages paid 
to labour and capital. 

As it would be essential for continuous prosperity, 
as has been pointed out, to make occasional changes 
in the wages of labour, as well as to regulate the 
re-discount interest rate for currency, we should also 
become accustomed to allowing the governmental 
authority which regulates the interest rate for 
currency to have similar control over the wages for 
current labour. By such ]>ower this governmental 
authority would then have the e.ssential means at its 
command for maintaining full cmj^oyment for all 
current labour and for all stored labour. 

For facilitating smooth operation under this 
desirable condition it would be extremely helpful if 
the various labour and trades unions, under possibly 
the jurisdiction of the Department of Labour, worked 
out between themselves standardised basic wage 
scales for the various crafts in the various districts of 
the nation, equitable for each craft with all the other 
crafts, as far as possible. It would not be necessary 
that the wage scales so worked out .should represent 
labour’s exact share in the selling price of goods. 
This would be quickly brought about in operation 
under a sound currency system. With such assist- 
ance and co-operation by labour, the functioning of 
the authority having jurisdiction over interest rate 
for credit currency and wages for current labour 
would be* greatly simplinq*! and such authority f ould 
order a small percentage increase or decrease ia wages 
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as conditions required, and it would be applied 
equitably throughoxat the nation. 

To be able to readily make such adjustments from 
time to time would l>e particularly helpful during 
the first few years’ operation under a scientifically 
controlled currency system, as there would be a 
natural pressure for tlie highest wages possible for 
labour from capital, as well as from labour, and there 
would be danger of mistakes being made in this 
direction which could only be soundly corrected in 
the best interests of all by again lowering wages 
promptly when it was clear that such a mistake had 
been made. 

It would be^a great advantage to have a well 
balanced industrial commission make recommenda- 
tions, after thorough investigation, for any changes 
respecting wages, hours of work, etc. for the different 
crafts, and if we became accustomed to having such 
recommendations put into effect eq^iitably and 
orderly throughout the nation. 


(d) Fulurc Payment Sales not Sound 

Future payment sales for lu.xuries should .be dis- 
couraged as far as possible, as .such sales can only be 
a temporary expedient for increasing production, 
and are unsound, because in the long«run such sales 
.reduce the purchasing power of the buyers by com- 
pelling the buyers to pay high interest charges in 
addition to liquidating the capital account. To 
borrow part of the capital for providing* more or 
better y)roductive facilities is a different matter. No 
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harm is done by borrowing the accumulated savings 
of capital for financing productive enterprises in a 
nation. The earning power of such borrowed 
capital in such enterprises pays the capital charges 
on the borrowed capital. Financing productive 
enterprises too largely on borrowed capital and 
resorting to future payment sales lend to put an 
interest burden on production as a whole in a 
nation in addition to the normal capital charges, and 
will, if such practice is carried far, reduce the net 
purchasing power generated by production. 

When there is an under-supply of saved capital, 
as there would always be in normal prosperity, the 
capital that is available for borrowing is very bene- 
ficial in financing new devclojmients, inventions, etc., 
which are expected to earn more than ordinary 
capital charges. 



CHAPTER VI 


GOLDEN RULE SETTLEMENT OF INTERNATIONAL TRADE 
BALANCES WITHOUT GOLD 

It will be realised that the plan for regulating 
bank-note currency to a constant purchasing power 
within a nation is feasible for any or all of the 
nations to start following at once or at any other time. 

It will be further realised, however, that the 
adoption of the plan proposed for a nation to maintain 
its balance in international trade by its own regula- 
tion of the exchange rate of its bank-note currency 
for gold would be limited to only a few nations. 

As will be apparent, a nation regulating the supply 
of its bank-note currency to a constant purchasing 
power, and by a separate adjustment regulating the 
exchange rate of its currency for gold, would have 
no occasion to purchase gold other than that which 
would come to it from its exporters for the excess of 
exports over imports. 

As soon as a few nations commenced to derive 
the benefits t\) their internal commerce from the use 
of a currency of unvarying purchasjng power, and 
to derive the benefits from their ability to regulate 
the exchange rates of, their respective currencies 
for gold so as to get the desired balance between 
expprts and imports, sup^h nations would not be 
interented in increasing their gold reserves and 
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the value of gold would commence to fall. This 
would not perturb the nations having the sound 
currency, however, as such currency would have the 
respect of international bankers. As other nations 
commenced to see the light, there might be a scramble 
by those having the facilities to adopt bank-note 
currencies of constant purcha.sing power. 'I'his 
would further disturb the value of gold, and the 
exchange rate of all such currencies would then be 
in the hands of the international bankers. 


International Clearing-House Machinery for Fair Play 
Tradt Settlements very Simple 

While allowing the exchange rato% of the various 
currencies to be determined by the international 
bankers would prove very much more satisfactory 
on the whole than settling trade balances by the 
present usurious gold practice, it is bclitwcd that 
there would be a decided advantage in allowing the 
exchange rates to be regulated by an International 
Clearing-House Committee. 

Let us assume that those nations (the moie the 
better for all concerned) having sound currency — 
currency having a stationary average purchasing 
power in a wide variety of commodities in the 
respective naHons — and having confidence in each 
other’s ability to maintain their internal currency 
on the same sound standard of value, form an Intel?’ 
national Clearing House, having branches in each 
member mation, each n^ember nation being repre- 
sented in an InternationalT^learing- House Corqputtee. 
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Clearing House would Hold no Currency 

The seller of one nation would exchange his goods 
for the currency of the buyer of another nation. The 
seller, in effect, would take the currency of the 
buyer's nation to the International Clearing House. 
The Clearing House would give the seller a Clearing- 
House order on the Treasury of the seller's nation 
for currency having the same purchasing power in 
international commerce as the buyer's currency 
delivered to the Clearing House by the seller. The 
Clearing House would make a note of the transaction, 
and return the currency of the buyer's nation to the 
treasury of the buyer's nation, and thus commodities 
would move freely from one nation to another. 

By this system the buyer of foreign goods would 
get the goods, and the Treasury of the buyer's nation 
would get the money the buyer paid for the foreign 
goods. In effect, a nation's Treasury would pay its 
exporters for the goods exported, cind its importers 
would pay the nation's Treasury for the goods 
imported. The exporting and importing transactions 
would offset each other. 

In this way no currency would move into or out 
of the naticjns involved. With equilibiium in 
international trade, practically the same effect is 
brought about now through the agency of inter- 
national bankers and their Clearing associations. 

Compared with the system now in use, international 
traders would note no practical difference in the 
operation of internationa^^exchange except greater 
simpliqity. 
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In the operation of the International Clearing- 
House system no currency would remain in the 
Clearing House, and no nation's currency would 
circulate outside its own borders. 

Whenever a nation's international sales exceeded 
its international purchases, it would be obliged to 
arrange, by internal financing, for the currency 
demanded of it by the International Clearing House 
for paying its exporters for the excess of exports over 
imports. 

Under England's present fiscal system, the Clearing 
House demands for currency with which to pay 
England's exporters would probably be made upon 
the Bank of England, and the Clearing House would 
send all currency ]>aid out by England's importers 
back to the Bank of England, to be credited to Eng- 
land's Clearing-House account. Whenever England's 
exports exceeded her imports, the Bank of England 
would advance the money for paying England's 
exporters, and charge England's Treasury with the 
interest for such advances. 

In the U.S. such transactions would be handled 
direct with the U.S. Treasury or its connection with 
the Federal l^eserve Banks. In the U.S. the Federal 
Reserve Banks take the place of the Bank of England 
in the function of issuing bank-note ^currency, and 
the Federal licserve Board is responsible for fixing 
the re-discount rate, as was mentioned previously. 

The Federal Reserve Begird is a non-partisan 
board, and is looked upon by the people of the U.S. 
as a group of the best conservative banking trains 
in America, and, in spite of its unsat isfectory 
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performance under the fallacious gold standard, the 
Board is highly respected. 

For the plan for continuous prosperity outlined 
under '' Equity in Wage Scales " in the previous 
chapter, additional duties were proposed for the 
agency supervising the re-discount rate. On this 
basis, it is believed, more confidence would be felt 
at first, at least if this function were performed by a 
non-partisan board responsible in the long run to the 
will of all the people, instead of by a private agency 
such as the Bank of England. It is the author's 
belief that the determining of the re-discount rate 
and the issuing of currency is also^a function that 
should be exercised only by tlie government. 


Variation in Purchasing Power of Respective Nation's 
Currency no Hindrance 

There might be some advantage in most of the 
nations involved having the same index of purchasing 
power for their resiiective currencies for internal 
commerce; but this would not be essential. A 
nation could have an index most suitable to the 
habits of its people if it preferred, and a ijation's 
currency could be out of harmony with its own index, 
from time to tfme or continuously, without disturbing 
international trade, so long as the changes were not 
^too abrupt. The liquidation of future international 
commitments could be based upon the International 
Clearing-House exchange value at the time such 
comiyiitments were made, in terms of the*currency 
of oner of the nations involved, as the interested 
parties preferred. 
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As a matter of fact, errors would be made in the 
first fixing of the exchange rates for the respective 
nations' currencies in international trade. Such 
errors would cause goods to move too freely from 
some nations and not freely enough from others, 
tending to create important credit and debit balances 
in the International Clearing-House accounts. This 
the Clearing-House Committee would correct by 
adjusting the exchange rates of the respective 
nations’ currencies, so as to keep the international 
trade balances always reduced to as small amounts 
as practicable without hindering international trade. 

Undoubtedly •the necessary corrections to bring 
about equilisation would amount to^quite important 
changes in the exchange rates from the first estimate, 
which would tend to become more or less permanent. 
The currency of the nation having the highest 
efficiency in production — which incidentally would 
have the highest living standards — would tend to 
be at the greatest premium, other conditions being 
equal. 

The'' International " the Standard of Exchange Value 

In practice, the various currencies would be rated 
in " Internationals ” — that is, so many dollars would 
be required tef purchase the various commodities and 
weights comprising an international hypothetifif?! 
index of value set up by th^ International Clearing- 
House Committee, which would constitute one 

International ” and likewise pounds, francs, iwarks, 
lira, etc., would be rated in the same waj^. Such 
ratings with the " international " would facilitate 
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quick calculation of the exchange rate of one nation's 
currency with another. 


Overselling Nation would bear Burden of Financing 
its Credit Balance 

The Clearing-House operation would keep the 
nations involved constantly informed as to the 
amount of the debit or credit in their international 
trade. At the end of the year it would be found from 
the Clearing-House records that certain nations were 
creditor nations and others were debtor nations. 
The creditor nations would be beari^ig the burden of 
financing the ov^r-selling of tJieir own exporters, just 
as they should, because grave injustice is done to the 
debtor nation otherwise, as we have seen. If the 
credit to the creditor nation were to be liquidated in 
the following year, tlien the people of the creditor 
nation would have to buy more goods from foreign 
nations than its sellers would sell in foreign nations 
in the following year. 

Clearing-House Committee would Adjust Exchange 
Rates to Reduce Balances 

If the cxpor\;ers of a creditor nation continued to 
sell more into foreign markets thandts importers 
l;><^-^ught, then the Clearing-House demands on the 
creditor nation for paying the creditor nation's 
exporters would be discount^ed, and this burden the 
seller rof the creditor natica would naturally pass 
directly to the consumers of the debtor nations, 
reducing the debtor nations' purchasing power for 
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creditor nation's goods, and tending to stimulate 
more production of goods by the debtor nation. In 
the creditor nation this would act to give greater 
purchasing power to its currency for foreign goods, 
tlie whole effect being to automatically correct an 
unsound condition and bring about equilibrium. 

There would be no quarrel by the respective 
creditor and debtor nations with the Clearing-House 
Committee regarding the exchange discounts or 
premiums required to keep their respective Clearing- 
House accounts balanced. The creditor nation would 
not care to be left carrying the financial burden for a 
great amount of over-selling by its exporters. The 
debtor nation would not be very happy holding its 
currency in its Clearing-House account which 
represented the amount of the over-buying of its 
people, and which was spent for goods giving no 
employment to its labour and giving no employment 
to its production facilities. 

It is believed that the interests of the nations 
involved would be so entirely mutual that there could 
never be much occasion for friction in the Clearing- 
House Committee. It is further believed, however, 
that 7^0 harm would result if a nation refused to 
abide by the judgment of the Clearing-House Com- 
mittee in the fixing of the discount f>r premium for 
its currency iji international trade transactions. No 
harm would result if such a nation decided to 
pay its exporters more or les^ than the Clearing-House 
demands made upon it ^for the sales made in foreign 
countries, so long as s\^h a nation's policy c^d not 
change too often, which of course would be disturbing 
to the exchange of goods between nations. 
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It has been suggested to the author that the 
International Clearing-House Committee would not 
be necessary and that the function proposed for it 
could be left entirely to international bankers. It is 
believed, however, that there would be decided 
advantages to all concerned in having all clearings 
pass through one organisation, which could be kept 
fully advised of all clearing transactions, and which 
could promptly take note of any changing tendencies 
in the flow of international trade. Furthermore, 
if the clearing operations were left in private hands, 
quite important surpluses of a nation's currency 
would tend to accumulate, and probably circulate 
outside the nation’s confines, and this could serve 
no purpose useful to such nation. Furthermore, the 
exchange rates fixed by an international committee 
having full information at all times, would tend to 
be more stable than individual bankers, each acting 
on his own, could make them, and would be bound to 
prove more equitable to all concerned, and would 
reduce the exchange hindrances to the sound, free 
flow of international trade to a minimum. Inci- 
dentally, this International Clearing-House Com- 
mittee, which need not bind any nation in any way, 
and possibly an international Chamber of Commerce 
organisation whuld probably be all the League of 
Nations ” and '' Customs Unions ” tho»world would 
eyer require. 

No Nation caH Sell nwre than it Buys^ 

r 

As st?ted previously, compared with the system 
now in use, international traders would note no 
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practical difference so far as the machinery for 
international exchange is concerned, except greater 
simplicity when they became familiar with it. They 
would note, however, that the greater the swing from 
equilibrium in international trade, the greater would 
be the pressure of the corrective forces. Those 
desiring to export would notice that the ease with 
which their goods moved into foreign markets would 
depend upon the ease with which foreign goods came 
to their own markets. 

It is true that by the Golden Rule system in settling 
international trade balances no nation could put 
more goods intcf the world's markets than it took 
out. This is equally true now in the long run, 
except for the very slight effect f)f tfie gold which is 
produced currently; but now when equilibrium is 
disturbed everything connected with international 
trade tends to throw us fartlicr from cejuilibrium, and 
if protective duties and embargoes on gold exportation 
are not resorted to, we have a st am])ede pushing all the 
gold in one corner, and then a world trade breakdown. 

Foreign investments have an effect upon trade 
balances which would be the same with the gold 
system, or the proposed system. 

As is apparent in Chapter IV, importantly increasing 
surpluses of capital seeking invest iifbnt in foreign 
fields would •normally be a reflection upon the 
intelligence of the people of any nation having^a 
sound currency system. • 

Further details in regard to international account- 
ing under the Clearing- Hi^nsc pkan are disci osed^n the 
next chapter, under Accounting in Liquidation of 
War Debts." 



CHAPTER VII 


PRESENT WORLD PRORLEMS AND TIIEIR SOLUTIONS 

Let us now consider ihc problems of some of the 
nations involved in the present unprecedented world 
trade breakdown. The present world depression 
is unprecedented in two important' aspects, which 
may be mentioned : 

[a) We have never before had such an unsound 
international debt situation. This situation is 
unsound under our present fallacious gold 
standard monetary system, for the reason that 
there is a very undesirable, but nevertheless 
unrelenting, pressure, wdiicli causes gold to flow 
from a debtor nation to a creditor nation, and wc 
already have an excess of gold in the creditor 
nations and a shortage in the debtor nations. 

{b) 'I'lie leading nations are more industhalised 
than ever, before. Facilities are now provided 
in various lines of production which require less 
labour per unit of output than ever before, and 
prosperity can rule only when all are employed 
and have purchasing power for each other’s 
products. 

I 

Undoubtedly the present unprecedented depression 
will go down in histoiy’ as the gold fallacy depression. 

. ‘ 64 
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We will first consider one or two of the particular 
problems of England and Germany, and then dwell 
more at length on the problems of the IJ,S. Many 
qi the U.S. problems discussed prevail in the other 
nations as well, and the solutions proposed would 
apply with quite the same force as in the U.S. 


England's Dilemma 

The utter helplessness of any nation with a currency 
tied fixedly to gold, the international unconsumable 
commodity currency, to make an adjustment for 
bringing about equilibrium in international commerce 
without very serious consecjuences to^the equilibrium 
in interna] commerce, and vice versa, is strikingly 
illustrated by England’s dilemma. 

[а) With taxes and unemployment of labour on the 

increase, and with imports exceeding exports, and 
with liquid capital seeking more favourable con- 
ditions in foreign nations, there is nuicli talk now to 
the effect that the wages and salaries of everyone in 
England should at once be reduced so that the 
products of England’s industries will move more 
freely Jnto foreign markets. vSuch reductions, if 
sufficient to materially increase England’s export 
trade, would materially reduce Englarfd’s purchasing 
power for her»own goods, and would not inspire the 
employment of capital in pursuits dc])endent upg^n 
the purchasing power of England’s workers, for 
profits. , 

(б) The well-informeA in England realise^ that 
cheaper money should be available for England’s 
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industries, but on account of the precarious position 
of the Bank of England's gold reserves, the Bank 
deems it advisable to increase its rate at the time 
this is written (early August 1931). 

What England needs is higher wages for her 
workers in terms of purchasing power for her own 
goods and less purchasing power for foreign goods, 
which, with a proper supply of sound money, would 
put her unemployed labour and her unemployed 
capital to work again. This would be very simply 
brought about if England had a scientifically 
regulated currency, with the proposed International 
Clearing-House system in operation. Under such 
operation, England's currency for the condition of 
imports exceeding exports would be placed at a 
discount compared with the currencies of those 
nations which export more than they import. Such 
action would reduce England's purchasing power for 
foreign goods, and would increase the purchasing 
power of foreign nations for England's goods. In 
this way equilibrium in England's international 
commerce would soon be brought about, and then, 
with equilibrium in internal commerce, unemploy- 
ment of labour and capital would soon cease, and, 
compared with present conditions, England would 
soon be enjoyiUg great prosperity. 

In the U.S. we have had a glimpse of* what it means 
tj) get a combination of the essentials for prosperity 
when a bank-note currency is tied to the gold 
standard — namely, a proper balance in the wages 
paid, to labour and the# wages paid to capital 
and a« supply of gold purchasing power in the 
important consuming nations. This combination 
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was largely a matter of accident, and not due to a 
superior knowledge of economics and monetary 
matters in the U,S. 

The ability to adjust the interest rate of money and 
tTie wages for labour in a nation, quite independent 
of the law of supply and demand in the world's 
markets for money and labour, is most essential in 
maintaining continuous prosperity for the nation 
under present-day industrial development. The 
idea of using a bank-note currency backed by such 
absolutely sound and stable security, enabling a 
nation to become independent of the Inw of supply 
and demand, so Jar as gold is concerned, up to a safe 
limit in current value of all capital and labour 
previously expended in a nation, is tin invention of 
untold benefit to mankind. A very serious blunder 
restricting its benefits, however, is made by tying 
our bank-note currency, capable of such beneficial 
possibilities, to gold, a commodity the value of which 
varies widely. 

This tying of a bank-note currency to gold thwarts 
our greatly-to-be-desired independence in adjusting 
the interest rate of money and the wages of labour for 
maintaining the maximum prosperity in a nation. 

The tying of gold — an international commodity 
currency — to a bank-note currency exercises a powerful 
influence in tending to equalise living standards as well 
as commodity prices in the nations using it. Likewise 
it tends to equalise prosperity in the nations usingit. 
The use of gold — the international commodity 
^ currency^ — is now exercising its potency for equalising 
the misery of unemployment throughout the /iStions 
using it. 
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In our present unsound international debt situation 
and under our other unfavourable conditions, to 
again bring about prosperity and full employment in 
the leading nations would be almost miraculous, to 
say the least, while we cling to a monetary system so 
unsuited to present-day conditions. 

England has struggled with unemi^loyment which 
saps vitality, for some years now, and is powerless to 
improve her situation while sticking to her unsound 
monetary system. Instead, unemployment and 
taxes have been gradually increasing. Other nations 
are suffering from the same helplessness for the same 
reason. r 

England must give less attention to the manufacture 
of those products which she has been exporting to 
other nations, and which the otlicr nations prefer to 
manufacture for themselves, and give more attention 
to the production of those things coming to her from 
other nations, which she is as well suited to produce 
for herself. 

To a large extent England must be satisfied to let 
her export trade balance her reciuiremcnts in raw 
materials and the foods she is unable to produce for 
herself. The gross valuo of the latter i§ small 
compared with the gross value of the finished products 
her people wovld like to use and consume for them- 
selves, and could, if they were all efficiej;^tly employed. 

No nation can produce anything like all the raw 
rnaterials required for ,jfulfilling the desires of its 
people. 

The truth is, England is the toboggan’, and has 
been* going steadily downhill for some years. The 
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present world depression is only accentuating the 
symptoms that were plainly evident prior to 1930. 

A gross basic mistake was made in England in the 
measures taken after the war, which finally culminated 
itl the restoration of her bank-note currency to its 
pre-war parity with gold in 1925. Every move made 
to bolster up this parity is but another knot in the 
rope which is tying up England’s industry. This 
move to the pre-war parity added nothing to the 
purchasing power of England’s currency for goods 
made in England, but it greatly enhanced its 
purchasing power for goods produced abroad, with 
the result that much of England’s purchasing power 
was, and is, utilised without giving employment to her 
own workers and her own production facilities. This 
return to the pre-war parity also raised the cost 
of production in terms of gold, and thus effected a 
serious handicap to lingland’s export trade, and, 
further, it increased the altractiveiu^ss to English 
investors of investments in foreign enterprises, and 
rendered the development and expansion of home 
enterprises less attractive. 

The benefactors in England from this return to 
the pre-war gold parity haye been the pui chasers of 
foreign "goods and investments. Their gains have 
been offset many fold by the loss earnings of 
England’s workers and production facilities. 

Our fetish and false pride in the sanctity of the 
pound sterling bank-note and the American dolKr 
Reserve bank-note in their unvarying exchange rates 
for the porfidious gold, is '"strangling industry, and, if 
persisted in, will be civilisation’s undoing. 
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It is quite possible that the Bank of England can 
continue to tinker with the re-discoiint rate and 
arrange gold credits and keep itself within the 
legal gold reserves for a time; but the outstanding 
fiduciary bank-note issue is close to the present legll 
limit for the bank's gold reserves, and this manoeuvring 
for gold credits abroad is a very bad sign, and to set 
much faith in such measures is resorting to an optimism 
that has no justification in past history or in sound 
economics. All such manoeuvres continue to preserve 
the superior purchasing power of England's currency 
for foreign goods and foreign investments, bringing 
about more unemployment, higher taxes and more 
expensive money for England’s industries. 

Unless a change is made in England's present 
monetary and fiscal practices, a crisis sooner or later is 
inevitable. 

Making bank-notes which have security of such 
intrinsic worth behind them interchangeable with 
gold at a fixed parity, and thereby necessitating the 
limitation of the note issue by the safe amount of gold 
available for such exchange, may apj^ear satisfactory 
in normal times, but a worse combination for averting 
a panic when there is a guld shortage it is difficult to 
imagine. 

With a currency system so inelastic, it is not difficult 
to imagine what would happen if bank depositors be- 
came a little worried about the ability'^of the banks to 
dbliver currency under existing conditions, and started 
withdrawing their deposits for the purpose of hoarding. 

Basically, England is thoroughly sound. England 
is m'erely being rendered impotent by her fallacious ' 
monetary system. 
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\vliat England now requu^es is a move similar to 
the one adopted by Australia. Instead, however, of 
regulating the supply of her bank-note ciirrency to a 
reduced fixed parity with gold, England's bank-note 
currency should be regulated to a constant purchasing 
power in England based uj^on former higher com- 
modity price levels, letting its exchange rate with 
gold or with the currencies of other nations take care 
of itself. The intrinsic worth of such currency would 
soon be respected, and its natural exchange rate 
would keep England's imports balanced with her 
exports, putting luigland's iinemplo^'cd labour and 
capital to worlj again. Also the lic-iuidation of 
internal indebtedness of every character would be 
greatly facilitated, 'reinporarily a •pound note in 
such currency would be at a discount with a gold 
sovereign in international trade, i.ater, however, 
when the fallacy of gold was recognised, such notes 
would be at a premium with gold. 

The gold price levels of commodities is regulated by 
forces which England is powerless to influence, as may 
be evident in the discussions of the ills of the U.S. 

England wall never get on her feet and put her 
unemployed to work agahi by any system that in- 
volves liigher tax rates and more ex])eiisive money for 
her industries, or that lowers real wages and reduces 
the purchasing power of her workers for the goods 
produced by each other. Ihigland’s serious problems 
are further discussed in Chapter IX. ^ 

» German;^'s Situation 

At the close of the war, Germany founcl Berself 
saddled with heavy war indemnities, and with 
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little gold with which to pay, and with a pririCing- 
press currency in circulation. As this currency 
depreciated in value, more was printed, in order to 
keep the total supply up to the total need in purchasing 
power for her commerce. This cycle spent itself, an 3 
later Germany adopted a bank-note currency, but 
failed to regulate the supply to a fixed purchasing 
power in Germany, and thus failed to recognise the 
possibilities in true worth of a bank-note currency. 
Germany then made the mistake of borrowing gold 
for the purpose of stabilising her currency '' at 
a fixed i^arity with gold, as some other nations have 
done. Such measures by nations in^a decided debtor 
position have so far proved only temporary expedients. 

Recently Germany has been desperate in her efforts 
to borrow more gold, which can only make more 
trouble for herself later on. In the meantime her 
re-discount rate for bank-note currency has risen 
to 15 per cent., making money very scarce even for 
her present low el)b in industrial activity, which may 
depress it to lower levels. 

If Germany arranged for herself a sound bank-note 
currency of constant purchasing power in Germany, 
she would soon find that such currency would be 
respected by international bankers, and that it would 
purchase gold„if gold were desired, at a rate entirely 
satisfactory to (lermany, and Germany would cease 
worrying about gold reserves.’* 

^f Germany’s exports exceeded her imports, then 
Germany’s currency would be at a premium com- 
paratively, and if her exports were less than her 
impofts, then her currency would be at a discount 
comparatively. 
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Rilssia is doing very well in international trade 
with a fallacious internal currency that cannot be 
respected by international bankers, because of its 
instability in Russia itself. No matter how unsound 
l^ussia's internal Currency may become, if her 
foreign sales equal her foreign purchases, she will have 
no difficulty in her international trade. Regardless 
of how bad Russia's internal currency may be, 
Russia is readily obtaining foreign goods to be 
finally paid for many months after delivery. 

If Germany announced to the world that in the 
future she proposed to maintain her bank-note 
currency at a constant purchasing powtT in Germany, 
Germany's people would soon have confidence in 
their owm money, and her industries w'ould take on 
new life and Germany wxnild never be worried again 
about the price of gold. 

Those having gold to sell would, in effect, come to 
Germany and look round to see what they could 
exchange it for in Germany that would l)e useful to 
them in their own country. It would be more 
equitable to all concerned if the purchasing powder of 
the bank-note currency of constant purchasing power 
were bj-sed upon the purclfasing power of Germany's 
present currency at the time much of her existing 
internal indebtedness w’^as contracted# 

The Problems of the US. 

In the U.S. deep gloom prwails in many quarters, 
^ and, judged by the j)rocesses whicli have been found 
necessary in extricating ourselves from jjrdVious 
depressions of minor degree under the gold standard. 
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the present gloom is well founded for se^^eral 
reasons : — 

{a) High tariff walls are maintained in the 
U.S., which not only prevent foreign goods from 
coming into the U.S., but also naturally operate 
to prevent U.S. goods from going into foreign 
fields. This lowers world industrial activity at 
a time when it is most needed. 

{h) 'fhe gold value of standardised commodities 
and raw materials on the whole is quite well 
equalised throughout the world at the present 
time, as it generally is, regardless of tariff 
walls. 

(c) Goldls plentiful, and bank-note currency 
can be obtained at a low rc-discounl rate in the 
TJ.S., while in many other countries the extreme 
opposite prevails. The low re-discount rate has 
no influence in raising prices in the U.S., because 
while it makes gold plentiful in effect, gold is the 
world currency, and the gold value of com- 
modities is largely fixed by the nations which arc 
pressed for gold. If a few of the productive 
nations are jircssed for gold, the effect on com- 
modity price levels is much the same as if all the 
nations were short of gold. 

[d) Russia has become a factor ip international 
commerce. Russia sells the commodities she 
produces in the epuntries where she finds a 
market for them, and buys the machinery and 
equipment required fqr her industrialisation 
^rqgramme in the countries where she can get 
them the cheapest. Under her system, Russia 
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not concerned in the least about the gold price 
levels of commodities, Russia is only interested 
in a reasonable parity in the prices of the goods 
she sells with the goods she buys. Russia’s 
internal monctefry system has no connection with 
gold, and her s^^stem of operation has no 
tendency to decrease the chronic instability of 
gold value. 

(e) High wages are paid for partial or part- 
time employment in the U.S., while in some of 
the other nations very low wages in gold value 
are being paid for the same production. With 
the desperate need for gold in some of the other 
nations, wages in gold value are bound to be low 
in such nations under such condUions. 

(/) The people of the U.S. have liad a glimpse 
of wliat it means in tlie way of higher living 
standards when cdl are employed at equitable 
wages and when there is equilibrium in industry. 
Also they have been able to see the possibility of 
higher living standards and more prosperity if 
equilibrium in industry can be maintained 
continuously. Many are convinced that higher 
living standards in •the U.S. will not come 
through regulating wages to the law of supply 
and demand in the present worldjabour market. 

is) Wi^h equalisation in the gold value of 
commodities, there must be some limit in the 
disparity between the vj^iges paid in the U.S. ‘Snd 
those paid elsewhere for sirfiilar labour. There- 
for^ many believe^ that wages must be reduced 
in the U.S. so as to be nearer to a parity with 
commodity prices. This belief is further 
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strengthened by the present vast arm5^ of 
unemployed, who would appreciate the oppor- 
tunity of working at less than the prevailing 
wages. As there is very stubborn resistance 
to the lowering of wages, tliose who think this 
is the remedy for the situation realise that the 
process of bringing about prosperity again must 
be a long-drawn-out process. 

{h) As under the gold standard the demand 
for gold and the demand for commodities 
arc kept equalised in world markets, the 
present maldistribution of gold is likely to 
cause the continuance of low, or lower, com- 
modity price levels ndativc to gold for some 
time. As* full employment can rule only 
with equilibrium between wages and com- 
modity prices, wages must also be lowered 
in the IT.S., or preparations made for higher 
taxes and the dole, if the gold standard is to 
prevail. 

(/) Those dependent upon a prosperity that 
requires full employment for all workers with 
purchasing power for the commodities produced 
by each other certainly cannot be expended to 
appear cheerful when faced with a long-drawn- 
out process of lowering wages. 

{j) Most of the present internal indebtedness 
was incurred under much higher price levels. 

* Certainly those haying liquidation payments to 
make and taxes to pay cannot be expected to 
appear cheerful under tl^e prospect of cbntinued 
l&v^^ or lower commodity price levels. 

{k) Under so many adverse conditions, those 
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kaving savings have cause to worry about the 
future and therefore cannot be blamed for being 
cautious in their spending. 

* If wc all realised that the only value of gold lies in 
its purchasing power, if we could accustom otir- 
selves to keeping wages in gold value in line with 
the purchasing power of gold, if we could 
liquidate our debts in gold on the basis of the 
purchcising powder of gold at the time our debts were 
contracted, if we could accubtom ourselves to 
varying our appraisement of the gold value of all 
property and all commodities and all services of every 
kmd with the vdr3dng purchasing power of gold, and 
if we could educate ourselves to rc/Jidily adjust our 
wages and all price levels to a gold value that would 
keep our balance in international trade equitable, 
we should then find the use of the gold standard less 
disturbing to our commen e and industiy than now, 
and we should cease to have periods of prosperity and 
adversity running in cycles. 

To accustom ourselves to all tliese variations w^ould 
require the continuous exercise of a rather high degree 
of intelligencc’and unselfishness il wc were to maintain 
equity* and equilibrium in industry under the gold 
standard. 

To achieve the ideal in industry, we must either 
contemplate *the development of the degree of 
intelligence and unselfishness indicated if the -gold 
standard is to prevail, of we must exercise our 
intelligcyace to a moderate degree for a short time, 
and unfetter ourselveS from the gold fallacy, and 
adopt a bank-note currency of constant pifrchasing 
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power, so that equilibrium and the ideals in indtlstry 
will come to us almost automatically. 

The author contends that all our present trouble 
was brought about through the use of unsound 
monetary systems by the leading nations of the 
world, and to restore employment and prosperity 
for all in the present generation without the elimina- 
tion of some of our fallacies is an impossibility. 

If the U.S. (Government would announce that 
hereafter it would regulate its bank-note currency 
to a constant purchasing power, regardless of its 
exchange value witli gold, and that the stabilised 
purchasing power would be the purchasing power the 
bank-note currency had at a certain date in 1928 or 
1929, there woitld immediately be some cheer for 
those who realise that full employment with purchas- 
ing power of the workers for each other’s products is 
the essential for prosperity, and there would be a ray 
of hope for those having debts to liquidate, public as 
well as private, and those having funds available for 
investment or spending would cease waiting for 
lower prices. 

There has been talk of getting the various nations 
or the international bankers to agree to a higher 
commodity price level. This is thoroughly im- 
practicable. Ji^ich nation, if it has a sound currency 
system, has the power to adjust its own price levels 
in its own currency. Such responsibility devolves 
updxi each individual nation, and is a fundamental 
right and obligation. 

It is quite possible that we were not so far out of 
balance industrially in the U.S. in 1929. The great 
harm came with the entirely unprecedented and 
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unsoifnd demg,nd for money for taking unearned 
fortunes from the stock market rather than earning 
fortunes in productive pursuits. Many corporations 
preferred to loan their surplus funds to the stock 
market rather than' to invest them in their own 
enterprises under such conditions. 

On account of the serious defects in our present 
monetary systems, an unsound situation in the U.S. 
was aggravated, and automatically made worse, by 
the gold resources of other nations. The Federal 
Reserve Board recognised that an unsound situation 
was approaching in the U.S. Its only means, how- 
ever, for combating the evils of rising commodity 
prices and ovcr-sjx'culation was by raising the 
interest rate of money; but it haTl no power to 
restrict the flow of money from the rest of the world 
which the higher interest rates in the U.S. attracted. 

With any swing from equilibrium, everything 
connected with our pre.sent monetary systems and 
settlement of international trade balances auto- 
matically lends itself to augment a wider swing 
which can end only with a crash. 

Through what has happened in the U.S., in which 
other nations had a part, tke in'holc world now suffers 
from maladjnstmenis. Owing to the dependence of 
the whole world upon internationed trade, the whole 
world will be^ handicapped in its prosperity until 
things are put right in the U.S. Just when a 
mechanism for our monetary systems, having one 
adjustment for rectifying internal trade maladjust- 
^ments arfd another for j'cetifying international trade 
maladjustments, is most sadly needed, we an^ trying 
to extricate ourselves from o^ur desperate situation 
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with a monetary mechanism which is most crucJfe and 
unsound and inhumane in its operation. 

The fact is, had we had a currency regulated to 
constant purchasing power, which means that thg 
average prices of commodities '^ould have remained 
stationary, it would have been impossible to have 
got so far from a sound position in 1929. There was 
then a shortage of capital for our operations. Now, 
on account of the lack of confidence, the demand for 
new capital, the demand for the savings in stored 
labour, has largely vanished. 


Exercise of Spending Power mi Important Need Now 

We now havS acute unemi)loymcnt of labour and 
capital, which reduces the spending power of both. 
We have borrowed too much, and have interest 
payments to make to the banker. 

We have surplus stocks of unconsumed goods which 
reduce the demand for producing power, and this 
likewise reduces spending power. 

What we need, above everything else, to get things 
going again is more spending. 

The spending power of eapital is important^, as well 
as the spending power of labour, and, like the spending 
power of labour, its spending power dci)cnds upon its 
earning power. The spending power, of the farmer, 
the shopkeeper, the factory owner, the owner of 
in5*astrial shares, the Ijouse owner, etc., as well as 
the spending power of t|ie worker, are all very 
important. , ** , 

WfiHe the re-discount rate is low for bank-notes, 
they are still the equivalent of gold in purchasing 
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powei^, and it takes the same amount in commodities 
to get them as to get gold. 

There is no need of money for more or better 
manufacturing facilities at this time. At tlie 
moment we have oVer-capacity in every industry. 
There is but little demand for money for building 
construction at present because the su])ply of 
buildings now is considerably in excess of the power 
to pay rent. 

. The whole trouble is, those having money available 
for spending or investment are worri(Kl about the 
unsoundness of economic conditions in general 
throughout the \yorld, and rightly so. I'he trouble 
is not mental, it is real. 


Unconsttmed Slocks 

As stated, the greatest need in tlic prc'sent situation 
is for spending. Tlie over-sup])]y of certain nn~ 
consumed basic raw materials is having a serious 
effect upon employment and tlie spending power of 
labour, and it is also having a serious effect upon the 
spending power of those who liave shares in the 
facilities for producing thcjc basic raw materials. 

The nations of the world should forget as quickly 
as possible the location of the unconsMUK^d stocks of 
gold, the fallacious use of which is the cause of the 
world's present misery and of much of its past 
misery. The nations of thecvvorld should give rnore 
thought to the location of the unconsumed stocks of 
^the vitally necessary (jfimmodities, such as wheat, 
cotton, wool, sugar, rubber, coffee, copjier, lcJid,*etc., 
upon the production of whicl^ a ten thousand times 
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greater population depends directly and indilrectly 
for its power to make an honest living. 

The present unconsumed stocks of these basic 

commodities are the direct result of the failure of the 

« 

Governments of the nations of*the earth to provide 
a sound and suitable monetary system for the present 
state of the industrial development of the world. 

Government Responsibility 

Tlie U.S. Government should enable the producers 
of raw materials and standardised commodities, 
especially those in the cost of whichjabour is directly 
or indirectly the main item, to organise as suggested 
under {a) in Chapter V, thereby enabling them to 
stabilise equitably the prices of their products and 
curtail production, so that the stocks will be 
gradually reduced. 

Such action would further assist in restoring 
confidence, and would result in more labour being 
employed, thus increasing the spending power of 
labour, and this might allow some of the indus- 
tries so aided to disburse dividends which would 
also be a material contnibution to the exercise of 
spending powTr. Capital in such industries has 
made a most valiant effort to avoid aggravating the 
situation by increasing unemploy m9nt. This has 
been done with great sacrifices to which present 
m^ket quotations for J-he shares in such industries 
bear abundant witness. 

The exercise of the spending power of lacbour will^ 
be iilct^eased if the Government will inaugurate a 
system of old age pensions. 
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Constructive Assistance by Government will Inspire 
Confidence 

If we will all realise that we have all made serious 
blunders which have brought on a most serious 
situation, and if our Government will render a little 
sound and constructive assistance, so that we may 
preserve faith in our country and faitli in each other, 
and if we wall exercise our instincts of good sportsman- 
ship and patience, and. not grumble too much if 
some of us seem to be getting a little tlie w^orst of it 
for a time, with give and take one class of wa)rkers 
with another, and one class of capital investment with 
another, equitable readjustments can be smoothly 
and expeditiously brought about, wliich will bring 
employment for all, and we shall soon l)c out of our 
desperate situation, and w^ell on the road to prosperity. 

With a sound monetary system w'e shall gradually 
bring about a stabilised prosperity undreamed of in 
the past. 

Possibility of Great Damage if Corrective Measures 

not Effected 

* 

In th<! present state of our industrial development 
it is probably not possible to exaggerate the possi- 
bilities of a complete breakdown in emr civili- 
sation if some uitelligent governmental correction of 
certain most unsound defects in our system is <»iot 
made. In working out and legalising such corrective 
measures^ the conscientious and co-operative efforts 
\)f the best brains in Cdhgress w ill be required if the 
corrective measures are to afford the relief so vitally 
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necessary promptly, and if they are made so tliororughly 
sound, they will cause no future embarrassment. If 
we cannot exercise a little more intelligence, Russians 
system may prove more practicable than our own. 


War Debts Conference and International 
Clear mg House 

There should be another War Debt Conference as 
soon as practicable with a view to working out a 
settlement upon the basis that the debtor nations can 
only pay their debts as their sales into world markets 
exceed their purchases. Fiirthcrryorc, it must be 
realised that the pcoi)lc of the debtor nations can 
remain free and enjoy the right of self-determination 
only through the free oi)eration of the system of 
private capitalism, and that this S3.stem wall produce 
the excess goods with less burdc‘n upon all than any 
other known system. 

It must also be realised that, regardless of what 
wages labour is paid in the debtor nations, capital 
must have approximately the same net return in 
the debtor nations as capital receives in the creditor 
nations if industry is to function. 

Tlic nations having sound currency of fixed 
purchasing ]>')WTn' for their internal commerce 
should organise tlieir International Qlcaring House, 
each having a member on the Clearing-House 
Committee. Mcmbersl^ip in the (Tearing-House 
Committee need not neces^^arily be binding upon any 
nation. The only object iiv membership hi such 
Committee would be the mutual interests of the 
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nation^ involved. Incidentally, as previonsly stated, 
this International Clearing House and some Inter- 
national Chambers of Commerce wonld probably 
be all the ” League of Nations ” the world would 
e^er require. • 


Policy that Nations Extending too much Credit should 
Bear the Interest Burden may be Considered 

Now let us consider how a settlement would work 
out on the sound and ju.st basis that over-selling 
nations should finance their own fiver-selling, or 
finance their own over-extension of credit. 

Each nation would deposit all instruments of 
foreign indebtedness of every kind it now holds witli 
the Clearing-House, or at least advise the Clearing- 
House of all such instruments so as to clarify the 
situation as far as possible. Using the U.S. as an 
example of a creditor Jiation, the U.S. Ciovernment 
holds foreign notes of indebtedness for which it has 
already completed the obligation for carrying the 
capital account — that is, it has iloated internal loans, 
and is now itself paying the intc*rest charges upon 
them. However, according* to ihc. Golden Ri(lep\:in 
for the settlement of international balances, the U.vS. 
would never receive interest on th^se, and the 
liquidation of t^e caj)ital account could only proceed 
as the U.S. accepted inti'.rnational tradti balances 
against her. All such instrinpents would stand as a 
credit to the U.S. in the Cle,aring-House. In the U.S. 
yiere are rflso many instijiments of indebtedness lield 
by private banks for loans of gold to other naticj^s^and 



86 WORLD DEPRESSION TO WORLD PROSPERITY 


the banks and commercial enterprises of other nations, 
etc. The debtor nations could pay the interest and 
liquidation charges on these from time to time with 
their own currencies through the Clearing House. 
However, unless the U.S. aecepted unfavourable 
trade balances in international commerce against her, 
equivalent to such payments, tlie U.S. would then, 
in effect, be compelled to bear the interest on such 
part of such payments as was not offset by her debit 
balance in trade. It is quite possible that the 
exchange rates in the (Tearing House necessary to 
bring about the desirable trade balances against the 
U.S. would stimulate leaving the interest and liquida- 
tion payments on the ])rivately 'owned credits in 
foreign fields for reinvestment. Also the exchange 
rate situation would tend to stimulate foreign invest- 
ments by the U.S. in debtor nati(ms; but the more 
practical effect of this tendency would be to stimulate 
the liquidati(jn of investments made by foreigners in 
the U.S., all of w'hich would tend to increase the U.S. 
currency coming to the Clearing-House account of 
the U.S. Treasur}^ which it could use as revenue, and 
this would ojierate to n'duce the credits of the U.S. in 
the Clearing House. Tlws w'ould tend to enable the 
U.S. to take smaller debit balances in actiial trade, 
and still allgw good progress to be made in the 
liquidation of war debts; the whole effect of the 
proposed system of international banking being to 
cdiTcct an unsound situation and bring about 
equilibrium. Normafjy, the greater the lack of 
balance, the greater would be the pressure of the 
corleQtive measures. " 
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Presefit Debts can only he Liquidated by Creditors 
taking Unfavourable Trade Balances 

The present war debts, as already stated, can now, 
^^ith our present system, or with the sound monetary 
system proposed, only be liquidated through the U.S. 
accepting debit balances in international dealings. 
The U.S., or any other creditor nation, would then, 
under the plan proposed, clioose between taking such 
unfavourable balances or bearing the interest and 
liquidation charges arising from such credit balances 
themselves. If the U.S., for instance, decided to 
reduce such interest burden, then, with the harmful 
influence of gold* removed, she could proceed with 
the business-like liquidation with moi^ confidence, as 
the U.S. would then be able to judge more accurately 
of the conditions of her own industry and the 
readjustments it could stand without harm. Like- 
wise, the Governments of the debtor nations could 
proceed in liquidating their indebtedness with a much 
more hopeful view, with the usurious burden and 
unstabilising and demoralising effects of gold 
borrowing removed. 

With the large credit and debit balances involved, 
international trade could not take quite the same 
natural paths it would if such balances ^vere removed. 
It might be advisable to regulate the paths of 
international trade by international agreements, but 
with care, the natural total volume of such trade n€ed 
not suffer. The U.S. could start off by agreeing to 
take, for .instance, rubber, tea and coffee, articles 
tvhich she does not proAce at all, from the countries 
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producing them, with the understanding with the 
debtor nations that the U.S. would not allow certain 
of her products to be sent to the countries producing 
these commodities, and that the U.S. would agree to 
accept certain specified yearly debits approximately* 
in lier international balance in trade. It is believed, 
however, that the sounder course might be to regulate 
the yearly balances in trade by adjustments of the 
exchange rates in the Clearing House. 


Workers* Living Standards in Creditor Nations would 
be Raised at Expense of Workers in Debtor Nations 

By closely watching her internal commerce, and 
allowing it to develop gradually and naturally into 
fulfilling new wants or present wants more fully, the 
U.S. could probably gradually accept greater inter- 
national trade balances against her, further reducing 
her tax burden and further liquidating the inter- 
national credits in her favour with higher living 
standards and /or more leisure for her people at the 
expense of the living standards and/or the leisure of 
the people of the debtor nations. This could all 
be done with the bargaining and price fixing for 
the commodities involved, between exporter and 
importer, exactly as now, neither of them realising 
that their respective Governments were liquidating 
debts through these transactions. The buyer in 
effect would pay the seller with the buyer's currency, 
which would be converted into seller's currency for 
the seller through the Clearing House. 

Iffit turned out at the end of the year that the U.Sf 
purchases had not e:?|cceded her sales abroad sufifi- 
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ciently to suit her fiscal policy, then the currency of 
the U.S. would be placed at a greater premium by the 
further discounting of all demands made upon her by 
the Clearing House ; this would tend to give her 
currency more purchasing power in foreign nations, 
and give foreign nations’ currency less purchasing 
power for U.S. goods and investments. 


Accounting in Liquidation of War Debts 

By accepting a debit balance in international trade, 
including currencies exchanged, the U.S. Treasury at 
the end of the year would receive more of its currency 
in its Clearing-House account than was paid out, to 
the amount of such debit. The tJ.S. would be 
privileged to use such surplus in paying interest and 
liquidating charges on the foreign obligations it is 
holding, and for which it is responsible, thus reducing 
the tax burden of the people of the U.S., and, in effect, 
distributing to all the people tlie benefit from the 
pa3mient on the foreign debt owed to the U.S. In the 
Clearing-House accounts, the Clearing House would 
apply all of such surpluses against the capital 
amounts of the U.S. credit*, and likewise credit the 
debit capital amounts of the respective debtor 
nations having the surpluses in trade balance. 

With the Rearing-House operation, all that is 
necessary for the liquidation of an international debt 
is for the creditor nation to l^uy more than it sell? in 
world markets, and for Jhe debtor nation to sell 
more than it buys. is immaterial with which 
nations the buying and selling transactions take 
place, as by the Clearing-Hpuse operation it is 
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possible for a debt between two nations 40 be 
liquidated without any trade transactions whatso- 
ever taking place between the two nations involved. 

In the Clearing-House accounts a debtor nation 
would not be listed as owing an account to some other 
particular nation. All nations would be listed merely 
as creditor nations and debtor nations at the Clearing 
House, and it would be no concern of any nation 
where its importers bought or where its exporters sold. 
No nation would have any outside accounting except 
with the Clearing House, thus reducing the accounting 
for international settlements to a minimum. This 
would all be in keeping with the sound Golden Rule 
plan for settling international trade balances. 

So far as the people of a debtor nation are con- 
cerned, they would notice the taxes they were paying 
resulting from the internal financing required by their 
Government to pay for more currency demanded of 
it by the International Clearing House for paying its 
exporters, than the International Clearing House 
returned to the Treasury of the debtor nation, 
resulting from the foreign purchases oi its importers. 

As the debts neared liquidation, the U.S. could 
gradually reduce the yearly balance in trade she 
would accept against herself, and take the necessary 
measures to g’*adually expand her export trade, so 
that when her credit balances were extinguished, her 
exports would equal her requirements for foreign 
goods. With the debts, entirely wiped out, the world 
could then have the freest, of Free Trade, and would 
have an equaliser that would, keep it on an even keel, 
the method of international banking proposed/ 
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it wiH be noted, the creditor nation would have its 
foreign trade disturbed, and would continue for a 
time to have important interest obligations to meet. 
This is approximately what happens when a merchant 
mismanages his business by extending too much 
credit in internal commerce. 

We arc all suffering from the results of our own 
gross crimes against sound economic law, most of 
them innocently committed. In working out a 
settlement of our unhappy predicament, it will 
probably be well not to look for too many beams in 
each other’s eyes, or worry much about who has been 
the greatest transgressor in the past ; but rather be 
guided by what will make for the best in the future 
for all concerned. Tins gkner.atioVt will be for- 
given FOR MAKING SOME COMPROMISES NOW IF IT 
PLACES FUTURE GENERATIONS ON SUCH A BASIS 
THAT A SIMILAR SITUATION CANNOT AGAIN ARISE. 

As suggested previously, the most vitalising and 
MOST CONSTRUCTIVE FIRST MOVE that could possibly 

be made in the present circumstances is a move to a 
sound currency in each nation. A currency in each 
nation based upon a constant purchasing power at 
former higher price levels would work wonders in 
putting unemployed labour and capital to work 
again. Then, with the evil consequejiccs of adverse 
trade balance^ removed and with a little assistance 
by the international bankers, and some tem- 
porary understandings between the Treasuries 
of the important nation? as to currency exchange 
^rates to* be allowed ^uring the transition period, 
international trade would soon take on new yf(?. 



CHAPTER VIII 


FOREIGN INVESTMENTS AND FREEDOM FOR SO-CALLED 
PRIMITIVE PEOPLE- RUSSIA 

Apart from tlic small quantity of manufactured 
articles now being sold in undeveloped nations, the 
most inviting field for international capitalists of the 
nations we now consider highly devjeloped will be in 
furnishing the undeveloped nations withtoolsthat will 
increase their productive power and their purchasing 
power correspondingly. The Golden Rule plan in inter- 
national trade settlements will facilitate this, and 
will stimulate ownership and management of factories 
and labour-saving facilities in the undeveloped 
countries by the successful manufacturers of the 
more developed nations. 

A corporation excelling in the manufacture of a 
certain type of goods would gain a greater reward by 
establishing branch fact6'ries abroad. In general, 
the maximum reward for establishing a factory 
abroad would be gained by sending all the tools and 
equipment required from the highly developed 
nation, and then raising the money locally for the 
locai* expenditures required in getting such an enter- 
prise under way. In this v/ay no part of the capital 
involved would pass through the Clearing; House,,, 
The highly developed nation would be benefited by 
\ 92 
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the activity in producing the tools and equipment. 
So far as the nation receiving them is concerned, such 
tools could be looked upon almost as a gift from the 
highly developed nation, and if the undeveloped 
nation had a sound currency system, the only effect 
upon it of the money obtained locally would be the 
increased activity and prosperity of its people. 


Send Generator of Purchasing Poiacr ivitJi Exports 

In this way the expert manufacturer would not 
only supply the tools and the management, but 
along with them would go a generator of purchasing 
power for the jitoducts of the tools, and the expert 
manufacturer would sell many m^re units of his 
merchandise in the foreign country than he would 
have been able to sell by manufacturing at home. 
The profits per unit of merchandise would undoubt- 
edly be quite as much as on the merchandise pro- 
duced at the home factory and sold in the foreign 
field, so that the total profit resulting from tlie 
foreign factory oj)crations would be much greater. 
Bringing the profit back to the home nation through 
the International Clearing House would be quite a 
different matter from bringing back the total selling 
price of the goods made, through the Clearing House. 
Also, such profit would not have resulted from the 
unfair exploitation of labour in either country. It 
would be a just reward for having given usefiii em- 
ployment and improved purchasing power to the 
workers of both countries. 

The undeveloped countries need cotton and 
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woollen mills, factories for better agricultural im- 
plements, tractors, building materials, household 
utensils, furniture, bath tubs, musical instruments, 
wireless sets, automobiles, etc., etc. This would add 
greatly to their purchasing power for foreign goods*^ 
of all kinds later on. 

Eventually, the now undeveloped nations will 
develop certain lines of industry in which they will 
particularly excel, so that the products of such 
industries will pass freely into the markets of the 
world, and each nation will tend to concentrate on 
the production'.')! tlio.se things which it is particularly 
adapted to produce. 

Raw materials and substitutes for pre.sent raw 
materials will liave a much greater proportional 
importance in the international commerce of the 
future than now. 

Incidentally, all industry would be free from the 
burden of carrying the gold producers. 

As suggested previously, the currency of the highly 
developed nations, liaving greater ease in production, 
would tend to be at a premium in the Clearing-House 
transactions with the Golden Ride trade settlement 
plan proposed in operation, and this would automat- 
ically protect the highly developed nations fii their 
higher living standards. 


Fallacy of Gold Responsible for Bondage of Many 
* People 

V 

Many of the so-called primitive people of the earth 

to-day are in their present condition solely on account 
% 
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of the jvorld's fallacy about gold. Take, for example, 
Yugoslavia, from a peasant family of which came 
Michael I. Pupin, one of our foremost scientists, who 
by accident, it may be said, happened to get to 
America as an immigrant boy. The people of Yugo- 
slavia are intelligent and industrious. They have no 
tools, and they toil from daylight till dark to ckc out 
a meagre existence, (uven tools, or the ability to 
acquire tools, they would soon be producing for them- 
selves all those things which we consider our every- 
day necessities in our so-called highly industrialised 
nations, and some of their products w^uild exchange 
with products of other nations in world trade. 

Simply becausfe a nation does not happen to have 
gold deposits within it, or because \t does not have 
an exportable surplus of consequence in com- 
modities for whicli it can obtain gold, regardless of 
the willingness of its people to work and produce, 
are these sound reasons why such a people should 
be held in subjugation generation after generation? 
Have not such peoples been kept in the bondage 
of gold long enough ? Has not the world been 
deprived of the potentialit}^ of such peoples long 
enough ? 

Russia 

In Russia we have an example of a large Slate 
becoming incTustrialised by a si'slcm of State 
capitalism and unprecedented self-sacrifice its 
people. Russia is importing tools and methods for 
her industrialisation that we believe could not have 
*been evolved in centuries, if ever, by the system she 



g6 WORLD DEPRESSION TO WORLD PROSPERITY 

is now adopting; but there is no reason why she 
should not profit by the developments of others. 
There is no question but that Russia is making rapid 
strides in her programme, and that at least a part of 
her people are finding more satisfaction in life than 
they experienced under their previous regime. 

Russia has certainly been wise in adopting a 
system that has freed her from the yoke of gold. 
Many five-year periods, however, under the most 
favourable conditions, are required to develop any 
people into highly efficient modern industrial 
producers. ’ 

Russia at work with purchasing power would be a 
much better asset for the best interests of the rest of 
the world thafi a Russia idle and inefficient and 
without purchasing j^ower. Her present currency 
system seems unsound; but a country having the 
resources of Russia can stand quite a lot of printing- 
press money and possibly it can later be stabilised 
on the basis of purchasing power, without greatly 
disturbing her form of capitalism. I'his is not quite 
clear to the author, however, without some form of 
taxation and interest payments by the Government 
for the use of capital. Vntil Russia has means for 
stabilising her currency, she would probably not be 
eligible for mepibership in an International Clearing- 
House Committee. However, she cpuld exchange 
her products for the currency of another nation, and 
this currency she could exchange through the 
International Clearing Hquse into the currency of 
any other nation from M'hqm she wished to buy 
goods. ^ Russia could not sell into the world’s 
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markets more than she bought from the world’s 
markets. Russia would therefore operate under the 
International Clearing-House plan almost exactly 
^s she does to-day, whether she had representation 
on the Clearing-House Committee or not. 

To suddenly start exporting rather large quantities 
of a few commodities from Russia into the world’s 
markets unaccustomed to receiving from this source 
is disturbing to world commerce. Under this 
condition, when Russia sells heavily into one country 
from which she does not buy, it is especially em- 
barrassing to such country. * 

In many instances Russia would undoubtedly do 
well to consider' interesting foreign capital in some 
of her capitalistic enterprises, ju^t as all other 
undeveloped nations have done in the past. In 
developing a nation, capital is necessary, and it 
really makes little difference where the capital comes 
from. The important thing is to interest capital, 
whatever its source, in such development. 

To industrialise Russia in one generation without 
the aid of outside capital would j)lace a most severe 
and really unnecessary biirden upon the pre.sent 
generation. The future • generation will greatly 
benefit, regardless of whether industrialisation is 
accomplished through the banishn^mt of foreign 
capital and ^he intense sacrifices of the present 
generation, or whether it is accomplished with less 
sacrifice by the present generation through the sound 
assistance of foreign capital. The comi?aratively 
^ small amounts in profy:s going to investors in foreign 
nations would be much more than offset by thamore 
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efficient management a^orded by the capital from 
such sources. 

When the other nations adopt sound monetary 
systems, Russia would probably find it advantageous 
to change over to a sound* system of private 
capitalism. 

Russia can then advance herself in an orderly way 
by forming all her various capitalistic enterprises 
into stock companies, and then, in effect at least, 
distribute the shares as equitably as possible among 
all her people, and arrange for a currency and bank- 
ing system similar to the U.S. Federal Reserve 
System, but regulating the supply of currency to an 
index of purchasing power and arra'ngc a tax system 
for raising thfi funds necessary for Government 
operation. In such circumstances, if actual dis- 
tribution of the shares of the various enterprises were 
made, thc}^ would soon gravitate into the hands of 
those who save, and are capable of affording the most 
efficient management. 



CHAPTER IX 


ADVANTAGES IN WIDE USE OF ONE CURRENCY— PRO- 
TECTIVE TARIFFS— England’s tariff puzzle 

What made England Great and what made America 

Great ? 

* 

England became great because of licr resources 
in coal and irorfi, and because of her intelligent, 
industrious people in an age vvlicii ittwas possible to 
exploit the less intelligent people of other nations 
having gold, and when it was ]>ossiljle for her leaders 
to exploit her less fortunate people. 

America is great to-da\' because, through her good 
fortune, .she happened to have gold in an age that 
was deluded by gold, and because her people came 
from a stock having leaders of sufficient intelligence 
to refuse to be exploited. 

The strength of America as an industrial nation 
has bedh attributed by many to the “ h'ree Trade ” 
existing between the various states, and this is used 
as an argument for Free 'I'rade and'' Empire Free 
Trade ” in England, and is a good argument as far 
as it goes. But there is another most important 
contributing factor to Amyr/fca’s success and power — 
namely,. all the States of the U.S. use the same 
'currency. This currency is under Federal cojitrol, 
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and its use permits any more productive State to 
ship much more in goods out of it forever than it 
receives from all the other states, and this is done 
without the slightest internal strain, and with ^ 
benefit to all on the whole. 

In America the results would be quite different if 
each State insisted upon using only its own currency, 
and insisted upon having its credit balance paid in 
gold. 


For Maximum Prosperity British Commonwealths 
require more than “ Empire Free Trade ” 

In England there has been ifiuch talk about 
“ Empire Free^rade.” In a time of war one nation 
will make generous concessions to another. In 
peace-time any nation is very reluctant to make a 
concession that adversely affects its exchequer. 
England is therefore not making much headway with 
the proposal for “ Empire Free Trade.” The Golden 
Rule system in world trade, as proposed in previous 
chapters — Free Trade with all the world — through 
an International Clearing House, would be much 
better for England and all her Colonies, while each 
has its own currency system, than ‘‘ Empire Free 
Trade ” alone.. With the gold system and its periods 
of prosperity and adversity, or witl^ the fair-play 
system and its stabilised prosperity, each Common- 
weal-^h would be limited in the long run in the goods 
it could ship away by the goods it could receive. A 
British Empire with one currency system, function-^ 
ing much as the Federal Reserve System functions 



ADVANTAGES IN WIDE USE OF ONE CURRENCY loi 


in the y.S., would be quite a different inter-Common- 
wealth trade vehicle from Empire Free Trade '' 
alone. 

As a matter of fact, no special economic community 
of interests exists between two commonwealths or 
nations having separate currencies, and any plan for 
one to favour another more than all others is merely 
an act of economic self-sacrifice. Even though the 
two concerned carefully worked out a system of 
reciprocal tariff prefercntials, one or the other would 
almost surely benefit economically at the expense 
of the other, and for this reason any^such arrange- 
ments would be unsound in principle. Furthermore, 
such arrangemeii^is would tend to cause international 
jealousies and ill feeling in other nations. 


The United States of Europe 

The countries of Europe, with sound currency and 
the fair-play plan for international trade settle- 
ments, would be a vast improvement in every way on 
present conditions. A United States of Europe with 
an international bank and one currency system, would 
be quite a different inter-jiation trade mechanism. 
The ultimate in such currency arrangements would 
be one currency system for the entire world, regu- 
lated by an international bank, with branches and 
sub-branches in each nation. The objection to such 
a plan at present, if it were feasible otherwise, v^uld 
be that without barriers ^t Vould tend to equalise 
living standards in all countries, and the living 
Standards of the more develoi)ed nations w^ould 
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suffer, and such nations would be justified in^pbject- 
ing. Such a system would also bring greater pressure 
for emigration from the less productive areas to the 
more productive areas, much as we have seen it in 
the States. 

Wicked Enforcement of Economic Handicap 

Forcing a number of additional gold standard 
currency systems upon Central Europe since the war 
is largely responsible for the plight of Central 
Europe, wliich is keenly felt in other parts of the 
world. 

Dr. Curtius of Germany has Geen striving to 
alleviate the «)ituation by arranging a Customs 
Union between Germany and Austria. This might 
effect an improvement over their present situation 
under the gold standard. However, if such nations 
with a sound currency joined in an International 
Clearing-House plan as proposed and described 
previously, a Customs Union of all the nations of the 
earth, they would be allordcd a vastly greater relief. 

With sucli an arrangement, the handicap of so 
many currencies would b^ gradually overcome. The 
advantage of one currency for all. the nations of 
Central Europe would, with a few adjustments, soon 
disappear. For example, suppose one nation had 
immense coal deposits, and there were no other coal 
deposits in the surrounding nations. If the owner- 
ship of the deposits refn^ined entirely in the coal- 
producing nation, and if the coal-producing nation 
had fio other resources for supporting a population* 
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then the money received for the coal sold in foreign 
nations would be used for buying all the other goods 
consumed in the coal-producing nation, and no strain 
need be put upon the monetary systems of the 
nations involved. Hpwever, if the coal-producing 
nation also had other industries which made it self- 
contained, and if it received but little goods from 
other nations, and if the ownership of the coal mines 
still remained in the coal-producing nation, then it 
would be impossible for the coal nation to bring back 
the money received from the consumers of its coal 
in the other nations through the (pleating- House 
system proposed for international trade settlements, 
without putting! an important premium on the 
currency of the coal-producing natii^i, which would 
result in more foreign goods coming to it. This 
situation would be modified if the shares in the 
corporations which developed and owned the coal 
deposits had a good distribution among the people 
of the nations consuming the coal. In this way the 
capital charges and the profits incidental to the pro- 
duction of the coal could be distributed to those 
entitled to receive such capital charges and profits, 
without causing a diflcreiTj:ial in the exchange rates 
of the currencies of the nations involved. 

With the Golden Rule settlement of international 
trade balances in operation, more* international- 
mindedness dn the part of those operating in- 
dustrial enterprises supplying products to oujside 
nations and on the part 6f those having capital 
to inve^ would be brought about. This would 
•not be harmful in flie least to the peace^ and 
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goodwill between the nations having dependence 
upon each other for their maximum in prosperity. 

While reducing the number of currencies now being 
used would probably afford relief more quickly, if it 
were practicable, it is believed jthat, by allowing each 
nation to be responsible for its own currency system, 
each nation will be able to afford the greatest 
prosperity for all its peoj)lc under the conditions 
prevailing within its own confines. 

Protective Tariffs 

With the Golden Rule system in effect for settling 
international trade balances, the vse of protective 
tariffs and sa&'guarding duties would take on a 
slightly different aspect. In the U.S. protection has 
been very useful in fostering new industries which 
the U.S. was particularly well adapted to excel in, 
when such industries became estal)lished. Under 
the Golden Rule system of international trade 
settlements such protection would still be sound. 
In the U.S. certain industries have enjoyed protec- 
tion in which the U.S. is not so well adapted to excel. 
Protection for siich indijstries has been useful in 
affording employment for labour and capital^ and in 
preventing the serious weakening effect of materially 
adverse international trade balances. Such pro- 
tection has, however, increased thd cost of the 
proc^ncts of such industries to the consumers, and 
has tended to restrict tht direct use of such products 
and the building up of other industries which require 
such products. ^ ^ 
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Protection has been afforded certain raw materials 
and the principles involved in sound tariffs are 
illustrated in the cases of lead and copper. For 
instance, nearly enough lead is produced in the U.vS. 
to meet the demands of the U.vS. At times the 
consumers, however, have had to pay from 25 to 
50 per cent, more per pound ior lead than the con- 
sumers outside the U.S. have paid, which has 
probably tended to reduce the use of lead in the U.S. 
below what it would have been had it been available 
at the price enjoyed by the rest of the world. 

For a long time the U.S. has produj:ed much more 
copper than has been required for the consumption 
of the U.S., and/ has been exporting a large surplus 
into the world's markets. In the la^>t boom period, 
however, there was little surplus for export, and no 
new deposits of consequence have been found in the 
U.S. for twenty years. 

On the other hand, large deposits have been 
developed in South America and South Africa, and 
the U.S. producers have been agitating for a pro- 
tective tariff on copper. If such a tarilf stimu- 
lated the finding of new deposits of consequence 
and placed the U.S. min^ in a position to furnish 
copper’^to the consumers in the U.S. as cheaply as 
South America and Africa could furnish copper to 
them, then such a tariff would be justified and would 
be sound under the fair-play system of inter- 
national trade settlements. However, if such aitariff 
operated to make copper *more expensive to the 
industries requiring coTjper and hastened the complete 
exhaustion of the copper deposits in the U.S. then 
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such a tariff would not be sound, and the enjploy- 
ment of the labour and capital thus artificially 
stimulated in copper production would be more 
beneficially utilised in pursuits in which the U.S.^ 
is better adapted to excel. 

With sound currency and the Golden Rule in inter- 
national trade settlements, the food-producing 
nations will become more industrialised and will 
develop liigher living standards. Agricultural pro- 
duction will be much more • mechanised than now, 
and the country workers will have living standards 
approximating ft o those of city workers. 

A nation not so well adapted to food production 
could afford protection to food prodiif:tion industries ; 
but unless such }5rotection would stimulate industrial- 
isation of food production to the extent that the 
industries protected could be developed so as to sell 
food about as cheaply as outside nations could furnish 
it, then such protection would only serve to raise the 
cost of food in the nation affording the protection, 
and would be unsound. The capital and labour so 
occupied would be more profitably employed, from 
the nation's best interests, in pursuits in which the 
nation was better adapted to excel. 

The ideal to be aimed at is that each comhiodity 
produced be allowed to find its own natural price 
parity with all the other commodities in the world 
markets, and that no commodity enjoy any artificial 
adva«>tage in a particular nation over a long period. 

England's Puzzle 

Sii^ce Chapter Vl^ was written, and the prediction* 
made that without a change in her system a crisis 
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was in store for England '' sooner or later/' the 
symptoms have become more pronounced, and at 
the time this is written — the end of August 1931 — 
^11 the more important leaders are warning that a 
financial crisis has only been very narrowly averted. 
A number of measures are being proposed to fore- 
stall a real collapse ; and among the other expedients 
being proposed in many quarters is a flat duty on 
all imports. 

The immediate cause of England's present concern 
is tliat her gokl reserves have been depleted to the 
danger point. This is due to the decided adverse 
balances in international trade in the commodities of 
commerce for s«Ame years past. For a time this was 
offset, so far as gold movements ate concerned, by 
the earnings on foreign investments, hut the lime has 
come when this is not sufficient, and it is clearly appa- 
rent England must now face the disagreeable realities. 

The direct causes of England's failure to maintain 
her former position in world trade are the high taxes 
and the high gold wages in England. These have 
resulted in a high gold cost for all her ])roducts, which 
has naturally hindered the movement of England’s 
goods into world markets^ 

If J^ngland were a self-contained nation, and had 
good resources for producing all tl^ raw materials 
necessary to Jicr standard of living, a flat protective 
tariff on all imports, as proposed, would afford a 
painless remedy for England's ills. But England is 
not self-contained and r^cfuircs much from abroad. 

^ Placing»a duty upon c^l imports, while retaining more 
of England's purchasing powe^ for manufactured 
goods produced at home, would increase her imports 
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of raw materials. The duty on the raw materials, 
while affording revenue, would directly increase the 
gold cost of England’s products and make their 
movement into foreign markets still more difficult, 
and quite probably on the whole the adverse trade 
balance would be made worse rather than better. 

England might place duties upon manufactured 
products only, allowing raw materials and foods to 
come in duty free. England would still require raw 
materials, and such an expedient would not reduce 
England’s gold cost of producing goods, which is 
necessary if tVey are to move more readily into 
foreign markets. 

Every tariff is a barrier to international trade, and 
as a policy for*a country .situated as England is, 
would be economic suicide. With all the other 
nations protecting their industries by tariffs, Eng- 
land’s only defence based u])on previous tactics is 
a defensive tariff j)olicy. However, such a move 
would not be constructive, as a few more tariffs 
WDuld complete a world blockade of international 
trade. 

Under present conditions England needs protec- 
tion, beyond any queslioit, but .she requires |)rotec- 
tion that w'ill reduce the gold cost of her products, 
instead of increasing their gold cost, which would 
result from ordinary protective tariffs.or safeguard- 
ing duties under the present gold standard. The 
absolutely ideal protection for England under her 
present conditions woulci be afforded exactly by the 
move proposed for England op page 71. * ^ 

As/suggested, a v^ry important cause of England's 
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present distress is the high taxes due to the immense 
internal debt incurred in the prosecution of the 
Great War. Other European nations have enabled 
themselves to readily compete in world markets by 
the wiping out of practically all internal indebted- 
ness, public and private, existing at the end of the 
war. Also where it seemed advisable they have 
reduced the gold value of wages. 

For reasons given in Chapter VII, while the gold 
standard monetary systems prevail, commodity price 
levels in gold are likely to fall further and remain low 
for some time. Such conditions mal^ the payment 
of liquidation and interest charges on obligations 
previously contracted at higher commodity price 
levels more clifRcult. • 

England’s desire to repay her people for the loans 
made during the war is very commendable, but 
equity does not demand that lyiorc be returned in 
purchasing power than was received. Tlie same 
applies to all private indebtedness. 

England is suffering from entanglement in 
economic fallacies much as some other nations are 
suffering. If in her present desperation England 
tightens on the wrong u^e now and further fouls 
herself^ the consequences will be serious indeed. 

If England persists in trying to ^mddle through 
without getting at the root of the trouble which 
causes the unemployment of her resources in labour 
and capital, repudiation of her war loans aijd the 
suffering which would <iccompany the condition 
^making* such an act ijpcessary, are inevitable. 

The real root of all of Englj),nd’s trouble ^hich 
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has been steadily accruing for some years now, is 
the widespread delusion in regard to the sacredness 
of the gold exchange rate of the pound sterling. 

With the purchasing power of gold greatly in, 
creased, as it has been, and as it is likely to con- 
tinue, England’s difficulty in liquidating her in- 
ternal debt has been greatly increased, as previously 
suggested, and to maintain the fetish for the pre- 
war gold parity and liquidate the indebtedness, 
too, is becoming more and more impossible. 

Lowering the gold parity of the pound note is the 
only remedy fo^; England, which will give protection 
to her industries, lower the gold cost of her produc- 
tion, and afford equity in the liquids ition of her war 
debts. Under t!ie circumstances, can anything more 
be legitimately asked lor by anyone in England? 

To those who say, “ If a mistake was made in 
raising the pound note to its pre-war parity, it is 
too late to undo it now,” the answer is, A wise 
mariner will always change a course that is leading 
him upon the rocks. Increasing unemployment and 
increasing taxes beset the course set by England’s 
mariners in 1925. The rocks of financial collapse 
now plainly visible can be avoided only by a change 
of course. 

If intelligencvi is used there need be no worry 
about over-population reducing the ^opportunities 
for success and prosperity to anyone in England as 
long as the world, as a whole, affords sufficient food 
and sufficient fuel for alk With sound currency 
and intelligence in the regulation of wages, England^ 
woul{^ again become a land of opportunity. 



CHAPTER X 


CAUSE OF WAR REMOVED AND CONTINUOUS PROS- 
PERITY POSSIBLE IN THIS GENERATION 

The great majority of the nations of the earth 
have almost always been under ceonomic pressure. 
They have almost continuously suffered from the 
direct results of our fallacious monetary systems and 
from our fallacious method of balancing international 
trade accounts with gold. 

The adminisirative heads of nations, besides 
having the responsibility for pre.^rving law and 
order, and many other responsibilities, have always 
had full responsibility for their nations’ fiscal affairs. 
The popularity of such administrative heads with 
their people, in the final analysis, has almost en- 
tirely rested upon the degree of prosperity enjoyed 
by their people during their administrations or during 
their reigns. 

Economic stress is almost always the real cause for 
the desire for a change in*the administrative branch 
of a Covernment. Economic pressure is almost 
always the real cause for “ revolutions ” and the 
disorderly change from one chief executive to another. 

When an election approaches, bringing about 
uncertainty concerning a nation’s future fiscal policy, 
those having savings are lolten hesitant about their 
^investing and spending. 

As the executive heads of nations have note^ the 


III 
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tremendous advantage enjoyed by those nations 
having favourable trade balances, such executives 
could not be blamed for casting covetous eyes upon 
territories having, or capable of having through* 
exploitation, exporta]:)le surpluses of goods. Such 
administrative heads, feeling the strain of economic 
pressure, have been quick to accuse other nations of 
dumping into their nation, as if this so-called 
dumping '' were a deliberate policy specially 
encouraged by the heads of the more favoured 
nations. As a matter of fact, almost all of this so- 
called dumpii^g has been done by individuals of 
other nations acting independent^, and such 
individuals have not dumped '' wiithout profit to 
themselves. Tlfeir profits have often been possible 
through the superior gold position of their respective 
nations. 

Often a nation has felt compelled, in justice to its 
own people, to arrange tariff barriers which have 
been disturbing to the trade of other nations. Suqh 
acts have been irritating, and have often been looked 
upon almost as acts of war by nations whose trade 
has been thus disturbed. 

Such conditions have caused bitter jealousies, and 
have caused friction in the international dealings 
of the executiverStaffs of the various nations. Appeals 
have been made to the patriotism ar^d passions of 
their subjects, and international animosities have 
been banned and kept glowing. 

Were not such conditions and such practices 
responsible for the Great War^^ ^ 

In /lie internal affairs of a nation we have no such 
unsound condition which irritates and exasperates, 
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and which executives are so powerless to alleviate. 
If we had such aggravating situations in our internal 
affairs, resorting to force and carrying arms would 
still be our daily habit. 

The thorough unsoundness of our present monetary 
systems causes this pernicious international stress for 
gold, and is the great bar to disarmament and world 
peace. 

Have we not allowed gold to be '' the root of all 
evil '' long enough ? 

With the Golden Rule system operating in inter- 
national trade, the pressure for gold ^md stress for 
foreign trade would disappear, and the nations of the 
earth would find# all the elbow room they want for 
their energies. International jealousies and friction 
would disappear. Each nation would strive to keep 
its own industry on a sound basis and would seek to 
buy as much as it wished to sell. 

International co-operation would automatically re- 
place international competition and rivalry. 

It will be seen that while our present monetary 
systems have already shown us the futility of inter- 
national loans for conducting war, with the Golden 
Rule settlement of internttional trade balances in 
effect, ^ nation entering Avar would be dependent 
entirely upon the sinews it could itself supply. 

No nation \yould be much interested in making a 
loan to a warring nation, when the only way the debt 
could be liquidated would be by goods at a plater 
date. '» * 

^ What Woul^ we do with Gold? 

Wittr gold and its unslabilising influencf\ on 
internal commerce removed and its very unfair and 
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unsound influence on international commi^ce re- 
moved throughout the world, the question then 
arises, Wliat would the nations of the earth do with 
the gold now in their exchequers? So far as its 
value for internal or international currency is con- 
cerned, it could be completely destroyed, or the 
nations having it might erect a number of monu- 
ments throughout the world made of solid gold from 
their gold reserves. On one side of these monu- 
ments might be inscribed : — 

To those who throuf^h the a^es have toiled and slaved 
to extract^from the earth its gold,” 

and on another side — 

“To those who have bled and perched upon the battle- 
fields bccauto ol inter-nation rivalry for gold,'* 

and on another side — 

“ To those whose hopes and ambitions have been 
crushed, and who have sufteied from w^ant in the midst 
of plenty on .account of the fallacy of gold,” 

and on the fourth side — 

“To those who were injured, that peace on eaarth 
and goodwill towards men might be hastened through 
the casting off of the yoke of gold.” 

By using all gold reserves now on hand for such 
monuments, the purchas^g power and effectiveness 
of sound bank-note currency need not be afflcted in 
the least. Hoy/ever, gold, w'hich now ol itself affords 
neither food, raiment nor shelter, is a^very desirable 
metal in the arts, and our arts and our development 
woul^ be benefited in many ways by the use of 
more gold for such pur{)Qses. The gold now in the 
exchequers of the world l^as taken many cen- 
turi^ to produce.^ There need be no hurijc about 
its disposal. 
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It m^ght be well for the nations having the gold 
to form a pool and gradually work it off into the arts, 
affording as much stabilisation as possible in the 
pjrice. 

If any are doubtful about the practicability of 
a scientifically regulated bank-note currency, such 
might feel safer if they could have the option of 
exchanging their good currency for gold at any time 
in the next twenty years, the basis for such exchange 
at any time being the then value of their bank-notes 
in purchasing power and the value of gold per ounce 
in purchasing power at the time chosen as the basis 
for the stabilised purchasing power of the bank- 
notes. Gold’s v^liie is largely due to the way the 
Governments of the world at thl? present time 
fallaciously tie gold, a commodity of varying value, 
to their bank-note currencies, which have unimpeach- 
able security behind them, though generally not 
now recognised. 

Tho^c Injured by Demonetisation of Gold 

It will be said that with such a drastic move as 
that proposed, the gold industry would suffer. This 
is true. With such an ^nsound feature in our 
econonaAc structure there would be suffering by many 
in the readjustment to a sound basis, l^ut such suffer- 
ing would be infinitesimal compared with the suffer- 
ing that woulcf be removed from others of the present 
generation through the pointing of a way out of their 
present impossible situationl^and the hope that would 
be given to those pe(‘-ji)le now in abject poverty 
fhrougi^ their ’bondage by gold— to say nothing of 
the peace and happiness of future generations. ^ 
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So far as the workers in the gold industry are 
concerned, they would soon be absorbed in the other 
industries that would take on more stable prosperity. 
Much of the gold now being produced is a by-produgt 
in the production of other metals. Johannesburg, 
however, might be injured quite seriously, and 
undoubtedly a plan could be worked out for equit- 
ably assisting the people of South Africa. 

The mines of Johannesburg, it is thought by many 
mining experts, will be pretty well worked out in any 
case in less than fifteen years, and will then go the way 
scores of gold-piining camps have previously gone in 
the world's history. So-called gold-mining camps 
have always had a comparatively sljort life. 

Changes may he made lletroactive 

So far as those nations whose people hoard gold 
coin are concerned, such nations would establish for 
themselves sound internal currency systems, the 
purchasing power of which would correspond to t^t 
of gold at a certain convenient date before there 
was any discussion about the possibility of gold being 
eliminated from international trade transactions. 
Such nations could assurQ, their people that the gold 
exchanged for the bank-notes would be heid, and 
would be returnable to them at any time within 
twenty years, say, in exchange for the same amount 
in currency as they received when they parted with 
the gpld. 

Likewise, all adjustments made necessary by the 
elimination of gold from the \|(orld's currency and by 
the change to thji sound system of interjia.tionat 
exet^nge would be based upon the value of gold at 
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a date |>rior to any public discussion of the plan pro- 
posed, in order to disturb the normal operation of com- 
merce as little as possible during the transition period. 

t>reams of Reasonable Humanitarians and Reasonable 
Captains of Industry and Disarmament can all be 
, Realised in this Generation 

Labour will be^exploited, prosperity and adversity 
will run in cycles, and ill-feeling between nations will 
continue as long as gold is used for settling inter- 
national trade balances. 

With sound settleriients of international trade 
balances and with sound currency Within nations, 
each nation and each industry within a nation would 
only bring abouf the highest state cd prosperity for 
themselves through the highest possible purchasing 
power of the people within the nation. The freest 
of Free Trade and what is going on in another nation, 
would be but little hindrance to the accomplishment 
of any of these desirable ends. 

^ith an equaliser in use that would automatically 
correct any maladjustment in international trade and 
restore equilibrium and with an internal policy 
among the people of pay g.s we go in our non-pro- 
ductiv^ spending, there would be no recurring cycles 
of prosperity and depression. Speculation in com- 
modity prices and in the earning capacity of real 
producers woifld be largely eliminated. 

^Our present system of allowing one nation to sell 
more into the world's markgte than it buys, and4:om- 
pelling die debtor naKon to finance the creditor 
rflition'^ over-selling mtli gold, is a fallacy which 
causes The dreams of reasonalTle humanitarians 
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and the dreams of reasonable captains of industry 
to go wrong. 

With our fallacj^ removed, the great aim and pur** 
pose of each nation would be for the greatest possib^p 
enjojmient of the fruits of industry by each man^ 
woman and child within it, an<l this would be realised 
in an ever-increasing measure. 

With the spirit of Golden Ride and live and let live , 
forced upon us in our international dealings, we 
would realise that the battle of Armageddon had 
been fought, and we could proceed with confidence 
in beating our .swords into plouglishares. 

Should the iiiore fortunate seriously complain of 
their high taxes while a fallacious monetary system 
prevails which Laves the less foi tunate with Govern-^ 
iiient alms as Ihcjr only means of subsistence? 

By extricating itself from the toils of gold, and 
establishing a cnirrency of ccmsteint purchasing power 
at equital)le price levels within its own confines, 
each nation W(mld enable natural economic forces to 
function in automatically casting off dejnession and 
bringing about a lasting ]>rosperity for itself and a 
tranquillity with its neighbours onl}" dreamed of in 
the past. 
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